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COMMENT AND OPINION 


To Our Younger Members 


March 1942, some six months be- 
fore he died, Mr. Austin H. Carr, 
then secretary-treasurer of The Dominion 
Association of Chartered Accountants, 
spoke to the Chartered Accountants Sec- 
tion of the Professional Institute of the 
Civil Service of Canada at Ottawa on 
“Some Observations on the Profession’. 
His talk is published in the April 1942 
issue of The Canadian Chartered Ac- 
countant, and to a large extent what he 
said is as current today as it was then. 


Re-reading this speech nearly nine 
years later, we were particularly im- 
pressed by the following four concluding 
paragraphs,— 

We are all human, and the chief aim 
of all of us is to earn a living for ourselves 
and our family. Here is an aspect of your 
professional efforts that I am surprised 
has not occurred to more members who 
act as assistants in various capacities and 
who at times become concerned over the 
amount of the salary being paid you. It 
is a practical application of the truth that 
a light is not to be hidden under a bushel 
but set on a candlestick. 

I recall one instance in particular of a 
young member sending in to us a series 
of articles which were the results of stud- 
ies he had made in a special field. He 
most likely, above all others, got the 
greatest benefit from those investigations. 
However, the point I wish to make is 
that on publication in The Canadian Chart- 
ered Accountant they came to the atten- 
tion of the management of a large com- 
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pany. After an exchange of correspond- 
ence the young man was offered a re 
sponsible post with the firm. It was 
accepted, and the consequent advance in 
salary came because of merit. 

It is surprising what can be accomplished 
when a real effort is made. The partici- 
pation of our members in the wartime 
activities of the government and of indus- 
try has demonstrated what tasks chartered 
accountants can undertake and the pro- 
grammes they are capable of bringing to a 
successful conclusion. Have you not no- 
ticed that those taking the most active 
part in the affairs of the Institutes and of 
the Dominion Association are extremely 
busy men of the profession? Here is a 
lesson for those of us who think we “have 
no time”. It was the eminent divine, 
Phillip Brooks, who once made the ob- 
servation, “I ask not for work equal to 
my strength, but I ask God for strength 
sufficient for my work.” 

Those are a few thoughts I leave with 
you tonight. And I want to add that the 
members of our Editorial Committee in- 
vite you all to give them an opportunity 
to help both yourselves and the profes- 
sion in the way I have suggested. 


What’s New in the Sewer Pipe? 

yan is the season of each year when 

we read of the seemingly intermin- 
able dispute between the Class “A” (pre- 
ferred) and the common shareholders of 
National Sewer Pipe Company Limited. 
The preferred shares were a public of- 
fering and the common shares are close- 
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ly held, chiefly by the Ryland H. New 
family of Oakville, Ontario. The pre- 
ferred shares carry a cumulative dividend 
of $2.40 per share per annum and divi- 
dends are $36.60 in arrears. The pre- 
ferred and common shares are entitled 
to one vote per share; as the common 
shares represent about two-thirds of the 
total outstanding shares, the common 
shareholders are in a position to, and 
in fact do, elect all the directors of the 
company. 

The preferred shareholders claim that 
they are entitled to more consideration 
in the matter of dividend arrears than 
they have been receiving because of the 
relatively liquid position of the company, 
and for many years have been asking 
questions and receiving either no, or un- 
satisfactory, answers on the general pol- 
icies of the controlling group. 


A protective committee has succeeded 
in obtaining an order from the Provincial 
Secretary (Ontario) for an independent 
audit of the accounts. An investigating 
auditor has been refused access to the 
books and records. The counsel for the 
company, who is a former attorney-gen- 
eral of Ontario, has, according to a 
newspaper report, described the order 
of the Provincial Secretary as one of 
“no legal effect” and he told the share- 
holders in annual meeting that he had 
advised the company not to follow it. 
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No aspersions have been cast upon the 
continuing auditors of the company and 
the dispute relates entirely to the poli- 
cies being followed by the controlling 
interest, which, incidentally, is the group 
which invited public participation in the 
company. 

One would think that men of good- 
will could come to some _ reasonable 
agreement on such a state of affairs in 
fairly quick order. A dispute continued 
year after year cannot fail to hurt the 
company’s prospects and, therefore, the 
interests of all the owners. It is to be 
hoped that, if peaceful persuasion is not 
to be effective, there are some teeth in 
the Companies Act (Ontario) which will 
bring an end to the controversy. It is 
interesting to note that in some of the 
States of the U.S.A. a minority group 
of shareholders is entitled by law to some 
representation on the Board of Directors. 


The danger in the situation is that an 
attitude of management which appears to 
ignore a reasonable consideration of the 
rights of one group of equity holders 
may very well invoke legislation which, 
while designed to overcome such a situa- 
tion, may at the same time go so far as 
to be detrimental to interests of many 
companies whose directors adopt a con- 
siderate attitude towards all shareholders. 


At the moment the pipe seems to be 
completely blocked with sludge. 








PRIZEWINNERS IN THE 1950 EXAMINATIONS 


William E. Falconer 
(Quebec) 
Gold medal and cash prize of $50 for 
highest standing in Canada in the final 
examination 


John K. Walker 
(Ontario) 
Silver medal and cash prize of $25 for 
second highest standing (tie) in Canada 
in the final examination 





John E. Goodwin 
(Ontario) 
Silver medal and cash prize of $25 for 
highest standing in Canada in the inter- 
mediate examination 





Cecil F. Edwards 
(Saskatchewan ) 
Silver medal and cash prize of $25 for 
second highest standing (tie) in Canada 
in the final examination 
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Modern Auditing Technique 


By H. A. Benson, C.B.E., F.C.A. 


A British accountant discusses the changes in 
objectives resulting principally from the new Companies Act 





N THE earlier part of the present 

century, the public’s understanding of 
an auditor's functions was very different 
from what it is today. In those times 
it was thought that his main task was 
to check the additions and the postings 
in detail and ensure that the books bal- 
anced. Coupled with this there was an 
implied understanding that the auditor 
was responsible for detecting any fraud 
amongst the company’s officials, particu- 
larly in relation to cash and investments. 
In those times it was also considered 
quite good practice on the part of di- 
rectors of companies to conceal as much 
information from shareholders as was 
possible on the disingenuous principle 
that disclosure would be helpful to com- 
petitors or that it would only invite un- 
necessary questions from shareholders. 


New Attitude 

In recent years this attitude has 
changed, at any rate in this country. 
It began with the Companies Act 1929 
and the interest which was excited by 
Lord Justice Wright’s judgment in the 
Kylsant case, but it has been changed 
more than anything else by the publica- 
tion of the Cohen Committee Report 
and the Companies Act 1948. As a 
result, the main objectives of an audit 
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have been altered and I think they can 
be said to be as follows: 


Firstly, do the accounts show the true 
and fair view, and has there been 
disclosure of all the essential informa- 
tion which is necessary to enable share- 
holders and the investing public to 
understand the position? 
Secondly, the prevention of fraud, 
though in this respect the character 
of the word “fraud” has changed in 
that the emphasis is not on the detec- 
tion of the theft of cash by company’s 
officials so much as fraud by misrepre- 
sentation in the published accounts. 
The verification of the arithmetical ac- 
curacy of the books is no longer con- 
sidered to be part of an auditor’s func- 
tion and it is taken for granted that 
accounts which balance will be produced 
to him before he begins his work. 


This change in the objectives has also 
brought about, or should have brought 
about, a change in the methods and pro- 
cedure by which an audit is conducted 
and an alteration in the emphasis which 
the auditor places upon different parts 
of his work. My main purpose is to 
suggest what these changes are and I feel 
that they can be summarized as fol- 
lows: 
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(1) A much greater reliance on the 
internal check by the company’s 
own staff. 

(2) A clear written programme, based 
upon the system of internal check, 
setting out what the auditor sets 
out to do. 

(3) A considerable reduction in the 
percentage tests or checks which 
the auditor makes. 

(4) A more thorough examination of 
the items selected for examina- 
tion. 

(5) A tendency to rely on visual in- 
spection more than in the past. 

(6) A new approach to the subject 
of stock ii.i work-in-progress. 

(7) Consideration as to whether or 
not an item is “material”. 

(8) A verification that the numerous 
requirements as regards presenta- 
tion of the accounts under the 
Companies Act 1948 have been 
fulfilled. 

I will deal briefly with each of these 


points. 


Internal Check 


I suggest that under modern conditions 
the auditor is entitled to rely, to a very 
large degree, upon the system of internal 
check which is in force in the company’s 
offices, and that he should not begin to 
plan his programme of the audit until 
he has first found out what that system 
is. Indeed, I would go further and 
say that if there were serious weaknesses 
in the system of internal check which 
the auditor failed to point out to his 
client, the omission might go hardly 
with him in the event of any subsequent 
claim for negligence. The task of find- 
ing out what the system of internal 
check consists of is an onerous one 
and it requires skilled investigation, 
either at partner or manager level; it is 
not the sort of work which can con- 
veniently be left to junior staff. One 
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approach to the subject is to use as a 
basis a standard form of internal check 
questionnaire which covers the whole of 
the ground normally found in most 
businesses. If this internal check ques- 
tionnaire is methodically gone through, 
it will not only form a valuable and, 
indeed, I suggest the only basis on which 
an audit programme can be prepared, 
but it will also automatically throw up 
the weaknesses. If weaknesses are dis- 
closed, it is then the duty of the auditor 
to discuss them with his clients and ask 
for them to be corrected. If they are 
not corrected, he would be wise to 
write to his client pointing out that they 
exist and that there is a risk of theft, 
wastage, or loss. I realize that in many 
businesses the volume of work is so small 
as to make it difficult to introduce an 
adequate system of internal check and 
in the remarks I have made, I have been 
speaking principally of the medium and 
larger size businesses where the number 
of staff employed make it possible to 
arrange a division of duties which brings 
about adequate control. 


The Audit Programme 


Only when the whole of the internal 
check procedure has been inquired into 
is it possible to prepare an audit pro- 
gramme which is specifically directed to 
those sections of the business where the 
internal check is weakest. 

The attitude to the audit programme 
has also, I think, changed. Twenty 
years ago it was common to have a 
short note amongst the audit papers of 
what work should be done without going 
into detail; alternatively, audit note 
books were kept in which the staff en- 
tered up what work they had done, but 
in either case it was largely left to the 
initiative of the man on the job to plan 
the work and select what he thought 
should be covered by the audit. If the 
man in charge of the job changed, many 
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sections of the work went unverified 
until he had been there long enough to 
learn the system. The complexity of 
modern business has made these prac- 
tices unsatisfactory, and the present trend 
would appear to be the preparation of 
a programme in a good deal of detail 
so that the junior staff, with a minimum 
of supervision, can have no doubt as to 
what work they are expected to carry 
out and can enjoy the salutary experience 
of signing for it when they have com- 
pleted it. The objective, of course, is 
to ensure that if the auditor were ever 
challenged as to what he did, or per- 
haps even more importantly, why he 
failed to do something which he ought 
to have done, he has a clear record on 
his files which he can produce in jus- 
tification of either course. 

The preparation of an audit pro- 
gramme is important but tedious and 
one method of speeding up the work 
and ensuring a high uniform standard 
in all audits is to work from a printed 
specimen in blank which covers all the 
usual forms of audit work. This can be 
readily altered or amended and suitable 
percentage tests inserted in order to give 
special attention to those sections where 
the internal check is weakest. 


Reduction in the 
Detail Work of the Audit 


The amount of detail work now being 
done in the shape of vouching, post- 
ings, additions, and checkings of ledger 
balances has been greatly reduced and 
in some respect abandoned altogether. 
Whereas in the past an auditor might 
have vouched or verified, say, 50% of 
a certain type of transaction, he would 
under present conditions test perhaps 
only 5% or less. Provided that the 
auditor has satisfied himself as to the 
system of internal check, he can with a 
clear conscience limit his own examina- 
tions to small tests to satisfy himself only 
that the system is running smoothly. 





Mr. H. A. Benson, C.B.E., 
F.C.A. was admitted to the In- 
stitute of Chartered Accountants 
in England and Wales in 1932 
and was elected a Fellow in 1939. 
He is a partner in the firm of 
Cooper Brothers & Co., Chartered 
Accountants, London, England. 





Verification in Depth 

The reduction which is now normally 
made in the test check applied by an 
auditor gives him time to devote greater 
attention to the balance sheet and profit 
and loss account, but it necessitates mak- 
ing the test more thorough. It is easier 
to explain one’s meaning by a practical 
example. It was not unusual at one 
time to consider that vouching of the 
cash book was adequately done by an 
examination of a receipt from the person 
to whom the money had been paid, with, 
or perhaps without, an examination of 
the paid cheque. Auditing of this char- 
acter is not of great value. Vouching 
of the cash book cannot be said to be 
done thoroughly without reference to 
the original documents: the order for 
the goods, the goods received report, 
the invoice, the statement, approval for 
payment, the receipt, the paid cheque, 
the debit to the customer's personal ac- 
count, and a verification that the goods 
recorded in the invoice were entered on 
the stock records. An examination of a 
comparatively few transactions in this 
way will quickly show whether the sys- 
tem is operating correctly at all points 
from the time when the goods were first 
ordered to the time when they are re- 
ceived into store and are available either 
for issue or for re-sale. Sometimes this 
examination can usefully be done on a 
diminishing basis; in other words, 100 
payments might be examined in con- 
junction with the paid cheque and the 
receipted account; 80 of the 100 items 
might be examined in conjunction with 
the goods received report; 60 of the 
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100 items with the copy order and so 
on down the scale until only a small 
number of items had passed through 
every phase of examination. 


Visual Inspection 

An auditor’s traditional function, if 
one’s recollection of Latin verbs is cor- 
rect, was to hear. I suggest that the 
present tendency of an auditor is also to 
see — not merely vouchers and entries 
in books but the physical things which 
are represented in the books by figures — 
the stocks, the storehouses, the new ad- 
ditions to capital assets and the methods 
of physical stocktaking. This is a new 
departure in audit technique and I shall 
refer to it again later under different 
headings. 


Stock and Work-in-Progress 

It is perhaps in connection with stock 
and work-in-progress, however, that the 
greatest changes in auditing practice have 
taken place. For a long number of 
years the auditing and accounting pro- 
fession sheltered behind the decision 
given in the Kingston Cotton Mill case. 
Times are changing and an auditor 
would, I think, be unwise if he sought 
to base his audit programme or his re- 
sponsibilities on this judgment which 
was given in 1896 but I should remark 
that twice in the last six months, when 
discussing audit practice with colleagues 
in the profession who have many years 
of experience, I have had said to me, 
“I do not bother about stock; in any 
case, if the directors want to, they can 
always fake it so it’s better to rely on 
a certificate from them.” 

I suggest that it is impossible for an 
auditor to say either that the balance 
sheet or that the profit and loss account 
shows a true and fair view unless he has 
verified the stock-in-trade and the work- 
in-progress particularly as these are the 
two items in the accounts of an average 
company which it is possible to manipu- 
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late most easily. In the past it would be 
fair to say that a large part of the audit 
work has been directed to the prevention 
or detection of a theft of, at most, a 
few hundred pounds by the cashier, but 
manipulation or mis-statement of the 
profits, either deliberately or innocently, 
by thousands of pounds has gone un- 
noticed in stock valuations. 


Unwisdom of Write-Downs 

It was formerly considered a wise and 
prudent course to write down stock-in- 
trade to abnormally low figures; altern- 
atively, as taxation rose it was thought 
to be skilful to write down stock in order 
to keep the profits down and therefore 
to reduce the payment of taxes. Apart 
from the fact that it prevents the ac- 
counts showing a true and fair view, this 
practice very often leads to disaster. Tax- 
ation is continually rising and an under- 
valuation usually means that sooner or 
later the under-valuation comes to light 
and the surplus is caught for higher tax- 
ation at a later stage. Alternatively, nu- 
merous cases have arisen where it has 
proved impossible for the certifying ac- 
countant to certify the profits without 
qualification for prospectus purposes be- 
cause the stock was not properly verified 
at each balance sheet date or because the 
value was manipulated during the 10 
year period. Whereas in the past audi- 
tors sometimes connived at the under- 
valuation of stocks, the best advice which 
an auditor can now give his client is to 
value his stocks on a proper basis, which 
is usually cost or market value, which- 
ever is the lower, and to adhere to that 
basis consistently. Moreover, it is worth 
remembering that in times of falling 
trade when less stock is carried, under- 
valuation of stock has the effect of over- 
stating the profits. This is a serious 
matter in itself but it is impossible to 
reconcile it with the words of the Com- 
panies Act of a “true and fair view”. 


As a result of the change of approach 








Modern Auditing Technique 


towards stock-in-trade, most auditors are 
applying the same principles of verifi- 
cation as apply to the remaining current 
assets in the balance sheet, namely: am I 
sure that the stock existed at the balance 
sheet date and have I verified that it was 
correctly valued? From the point of 
view of existence, American practice has 
gone further than in this country and 
since the McKesson case it is usual there 
for the auditors to ‘observe’ the stock- 
taking which is made by skilled stock- 
takers or the company’s officers delegated 
for the purpose. It is not usual for 
auditors to adopt this practice in the 
United Kingdom, but if an auditor has 
an opportunity of “observing” stocktak- 
ing either at the end of the financial 
period or during the year when continu- 
ous inventories are in progress, he would 
be well advised to do so. In the same 
way, although it is no part of an audi- 
tor’s duty to take stock, he would, I sug- 
gest, find it difficult to face cross-exam- 
ination or criticism if during the annual 
audit he did not make a point of going 
to see the stock and storehouses to ascer- 
tain generally the physical conditions in 
which goods were kept and to form a 
commonsense view as to whether the 
stock shown in the stock sheets was likely 
to exist in a good and marketable condi- 
tion. 


Auditor’s Moral Duty 


An auditor's responsibilities as regards 
stock are alleviated if proper stock rec- 
ords in quantity are kept; if they are not 
and the stock is of a type which makes 
it possible for physical records to be 
maintained, it might not be the legal 
duty, but it would certainly be the moral 
duty, of the auditor to point out to his 
client the advisability of doing so. A 
time may come, as indeed I believe it is 
gradually coming as regards records of 
capital assets, when the auditor may have 
to consider whether he can fairly say 
that “proper books and accounts have 
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been kept” if adequate stock records are 
not kept. 


A great many commodities are of a 
type which makes it possible to carry out 
an overall verification for the whole year. 
In other words, that the quantity at the 
beginning of the period plus the pur- 
chases or the factory production less 
sales equals the quantity in hand at the 
end of the year. The types of goods one 
has in mind are rubber, tea, cotton, 
soap, chemicals, refrigerators, stoves and 
so on. Although this is one of the most 
valuable checks which an auditor can 
make it is surprising how often it is 
omitted. The quantity records of pur- 
chases, factory production, and sales must 
of course be tested or reconciled with the 
equivalent records in the financial books, 
as otherwise the check loses much of its 
value; a quantity reconciliation alone is 
not much use if many of the so-called 
sales have not passed through the finan- 
cial books. 


Frequency of Physical Count 


On the question of a physical count of 
the stocks it used to be common practice 
for this to take place once annually at 
the end of the year and in theory this is 
a valuable verification of physical exist- 
ence. In practice, however, it is often 
unsatisfactory as a large number of staff 
are turned on to the task who very often 
have no knowledge of the goods in which 
they are dealing, with the result that 
errors and inconsistencies arise. Further- 
more, the task is usually a big one which 
is crammed in to the last two or three 
days of the financial year and for that 
reason alone it is often done badly. In 
general, therefore, there is a tendency 
for stocktaking to take the form of a 
continuous physical inventory against 
stock records so as to cover all stock at 
least once and sometimes more often dur- 
ing the year. Provided that a careful 
control is kept of the number of items 
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verified and of the write-off action, the 
auditor can usually place greater reli- 
ance on book stocks at the year end which 
have been verified by a continuous 
physical inventory than in the case of 
an annual stocktaking. In this connec- 
tion, it is perhaps not inappropriate to 
point out that the stock certificate norm- 
ally signed by managing directors at the 
request of the auditor is often unrealis- 
tic as it assumes that the stocktaking was 
made at the balance sheet date whereas, 
in fact, it is very often, as I have men- 
tioned, dealt with during the year on a 
continuous inventory basis. 


The physical verification of work-in- 
progress often creates particular difh- 
culties. In the case of processed goods, 
it is usual for a physical count of stock to 
be made at the end of each process at 
regular intervals, as without such verifi- 
cation, cost accounts are usually impos- 
sible to compile; but in the case of some 
industries, such as, for example, the en- 
gineering industry, where the finished 
article is, let us say, a machine made up 
of many parts, it is often impossible to 
make a physical count of the work-in- 
progress at the balance sheet date or, in- 
deed, at any other date for the reason 
that the machine is represented by a 
number of different parts, assemblies and 
sub-assemblies, which are in various 
stages of completion all over the shop 
floor and in many departments of the 
factory. In such cases the auditor can 
only verify the physical existence by 
satisfying himself that the system of in- 
ternal check is satisfactory and by seeing 
what has happened since the balance 
sheet date. The point as regards the in- 
ternal check is to be sure that the debits 
in the cost books for wages, materials 
and overheads which are built up while 
the job is in progress are computed on a 
basis and in a way which is basically 
sound and subject to sufficient internal 
verification to ensure that nothing serious 
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can go wrong. The examination of what 
has happened since the balance sheet date 
is for the purpose of seeing that the bal- 
ances for work-in-progress at the end 
of the financial year have been cleared 
subsequently by finished goods which 
have been sold at a profit. The verifi- 
cation is really similar to debtors in the 
sense that one looks to see that debtors 
have paid their accounts after the balance 
sheet date. 


Degree of Scrutiny 


Lastly, on verification of stock and 
work-in-progress as a whole, I am doubt- 
ful whether an auditor will be consid- 
ered to have discharged his duty if he 
were to satisfy himself, even by the 
most rigorous examination, of only the 
final fair copy stock sheets. It is his 
task to know that stock was physically 
taken and he should see the original 
stock sheets which were prepared at the 
time the stocktakers went round the 
works and made their physical count. 
If, in fact, stock was incorrectly stated 
in the accounts and the auditor had 
failed to call for the rough stock sheets, 
I think he might well be considered to be 
negligent. I stress the point as it has 
been found on several occasions that 
when certificates of profits have to be 
prepared for prospectus purposes and 
rough stock sheets are called for, they 
cannot be produced. 


On the question of valuation of stock 
much has been written and there are 
numerous methods, some of which have 
advantages over others in particular in- 
dustries; it may be cost or market value, 
whichever is the lower, cost or replace- 
ment value whichever is the lower, stan- 
dard stock prices, LIFO, FIFO, average 
cost or base stocks. Within broad limits it 
does not greatly matter which of these 
methods is adopted provided the audi- 
tor can satisfy himself that the result is 
fair from a commonsense point of view 
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and provided also that the basis is con- 
sistent year by year. In general, how- 
ever, no better formula has yet been de- 
vised in practice than cost or market 
value, whichever is the lower. In the 
United States at the present time there 
is a considerable movement towards the 
adoption of LIFO but doubts have be- 
gun to be expressed and it is far from 
certain that that method will retain the 
popularity which at present it appears to 
hold. 

Once the auditor is satisfied that the 
method is sound, the task of carrying out 
the verification becomes largely routine. 
May I, however, suggest that the over- 
head recovery rates do not always re- 
ceive the attention they merit. I do not 
think it would overstate the case if I said 
that many businesses are still working 
on overhead recovery rates which were 
fixed before the war; indeed, during the 
war I came across an undertaking which 
was using rates fixed before the 1914- 
1918 war. Except by coincidence these 
rates cannot be right for modern condi- 
tions and price levels and it follows that 
stock and work-in-progress is over or 
under-stated and the accounts do not 
show either the true or the fair view. 


Capital Assets 


While on the subject of stocks it is 
not inappropriate to consider capital 
assets. The requirements of the taxa- 
tion authorities in relation to wear and 
tear, and indeed the requirements of the 
Companies Act itself, have more or less 
forced most companies to keep registers 
of capital assets. This, in turn, involves 
additional responsibility for the auditor. 
If capital assets registers are kept, it is 
the auditor's duty to see they are proper- 
ly kept and his audit programme, based 
again on the internal check, must cover 
adequately the movements in the capital 
assets register cards. There is, however, 
a more important point and that is the 
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necessity for a capital assets inventory 
at regular intervals. It has long been 
held that a physical count of stock must 
be made once a year. Should not the 
same principles extend to capital assets 
which very often amount, in total, to a 
great deal more than the figure of stock 
carried in the balance sheet? Again I 
suggest for discussion that it is the duty 
of an auditor to see that at least once 
every two or three years the register of 
capital assets should be checked by 
physical count, or better still that this 
should be done as a continuous process 
so as to cover a certain number of items 
throughout each year. 

I think that capital assets is another 
of the items in the balance sheet which 
an auditor can verify by visual inspection 
as well as by looking at vouchers. I am 
thinking particularly of a new expenditure 
charged to capital during the year under 
audit. Not only does such an inspection 
give the auditor a much better under- 
standing of his client’s business but it 
does enable him to satisfy himself that 
a new tangible asset exists. | Common 
sense and practice can usually give some 
guide as to whether the asset in question 
bears some relation to the expenditure 
shown in the books. There is another 
way of looking at this matter of inspec- 
tion of new capital expenditure, which 
is that if expenditure was capitalized 
which was in fact not represented by 
assets and the auditor had not asked to 
be shown the new expenditure, he might 
have to face awkward cross-examination 
by the shareholders or later possibly by 
their counsel in a negligence case. 


Debtors 


I think it is worthwhile mentioning a 
new practice which has also come into 
use in the United States with respect to 
debtors. Since the McKesson case it 
has been accepted routine audit proced- 
ure to check or test the outstanding 
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debtors by direct circulation by the audi- 
tor. Some firms of auditors in the 
U.S.A. also follow the practice as re- 
gards creditors. I do not think that 
this is carried out in this country except 
in exceptional circumstances, but the au- 
ditor would no doubt wish to do so if he 
had any serious suspicions. 


What is Material? 

Since the introduction of the Com- 
panies Act 1948 there has been consid- 
erable emphasis on the use of the expres- 
sion “material”. In other words, in pre- 
senting accounts to shareholders it is im- 
portant, from the point of view of dis- 
closure, to decide whether an item is 
“material”. It is quite impossible to 
lay down any rule of thumb but merely 
as a rough and ready guide for discus- 
sion I suggest that it might be said that 
an item was “material” in relation to 
the accounts as a whole if it affected the 
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profits by 10% or more in any one year. 
There is a reservation to this rough guide 
which is that if the item had the effect 
of turning a loss into a profit it might 
well be material, although it was sub- 
stantially less than 10%. 


The Requirements 
of the Companies Act 


A strict compliance with the Com- 
panies Act is one of the safest ways of 
ensuring that the accounts do show the 
true and fair view — which, as I stated 
at the beginning, is now the main object 
of an auditor. But the requirements of 
the Act are now so numerous that it is 
impossible for even the most vigilant 
auditor to carry all of them in his head. 
One solution is the use of a printed aide 
memoire, making it the last task of the 
manager in charge of the audit to verify 
that each of the statutory requirements 
has been complied with. 
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, em proposal which I am going to 
discuss was evolved some three years 
ago when we were — or innocently 
thought we were — in a peace, as dis- 
tinguished from a defence economy. It 
was the result of a feeling, shared by 
various professional groups, that the 
manner of subjecting earned income to 
a sharply graduated progressive rate 
structure created a glaring discrimination 
against persons whose income was deriv- 
ed wholly or almost wholly from salar- 
ies, fees, and similar types of income. 

I am not going to argue the merits or 
demerits of a progressive system of levy- 
ing an income tax as distinguished from 
a proportional system. The undeniable 
fact is that the progressive system is 
here to stay. So long as the progression 
remained relatively modest, which was 
the case at least in retrospect before the 
last war, inequities in its structure were 
not calculated to arouse the same degree 
of inquiry and pressure for change as 
has been the case over the last decade. 

Ability to Pay 

The theory behind the income tax as 
imposed by Canada and the U.S.A. is 
that the personal income tax should be 


levied in accordance with “ability to pay”. 
Very few persons quarrel any longer with 
the validity of this thesis. It is also gen- 
erally accepted that the carrying-on of 
governmental functions requires that 
these taxes be collected at least once in 
every twelve-month period. It does not 
follow, however, that because revenues 
must be collected once in every twelve- 
month period, the use of such period to 
calculate income even begins correctly to 
measure ability to pay. 

Recognition of this fact has led some 
countries to adopt a system of averaging 
income over a period of years. Because 
of administrative difficulties, such averag- 
ing rarely extends beyond five to seven 
years. In the United States what are 
thought to be the administration com- 
plexities have to this date prevented the 
adoption of any system of short-term or 
cyclical averaging except for a few iso- 
lated situations. 

This problem of short-term or cyclical 
averaging certainly merits solution but it 
is not the type of averaging with which 
I am here concerned. It is a problem 
which affects investment as well as earned 
income although the most dramatic ex- 
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amples of cyclical income are found in 
the earned income group — among 
Hollywood and radio artists, for example. 


Long-Term Averaging 

The problem with which I am con- 
cerned involves long-term as distinguish- 
ed from cyclical averaging. Solution of 
this problem involves recognition of the 
undeniable fact that something less than 
all of the personal service income derived 
by a salaried or professional individual 
represents a fair measure of his “ability 
to pay” in the year of receipt. The Un- 
ited States income tax law ignores com- 
pletely, and the Canadian income tax 
law almost as completely, the fact that 
the lifetime earnings of such individuals 
is parabolic. 

During the period of schooling, there 
is no earned income; in the earlier years 
of professional or other personal service 
career, such income is usually nominal 
or small; the curve then moves up until 
the period of peak earnings is reached; 
and it finally ends with a precipitate 
drop upon retirement or death, which- 
ever occurs first. This curve obtains if 
the individual in question is fortunate. 
Should illness intervene, the sudden 
downsweep of the curve will appear long 
before the normal age for retirement. 

Of course the investor may experience 
some falling off of income because of 
illness or retirement. But neither event 
wipes out his entire income. Not even 
death does that. In the unlikely event 
that death does stop the flow of invest- 
ment income, the capital which pro- 
duced that income is still available to 
the deceased’s family. When death 
touches the salaried or professional man, 
his income — and what is even more 
important — the source of his income, 
ceases instantly. As Mr. Andrew Mellon 
succinctly put it, earned income “is un- 
certain and limited in duration; sickness 
or death destroys it and old age dimin- 
ishes it”. 


The Investor’s Advantage 

The advantage of investment income 
over earned income becomes more patent 
if we consider the position of a success- 
ful business which is carried on in cor- 
porate form. In most cases the owner 
need only draw enough from the busi- 
ness to cover his personal living expenses 
and personal income tax thereon. The 
balance of the corporate earnings is sub- 
ject to the corporate tax rate rather than 
to the higher individual surtax rates. If 
the business is successful it can expand 
and increase in net worth over the years, 
which is a form of savings largely within 
the control of the taxpayer. If the ex- 
pansion is not of such proportions as to 
remove the challenge of the special tax 
imposed on unreasonably accumulated 
earnings, the impact of the individual 
tax on any dividends paid can be mini- 
mized, with varying degrees of success 
under our respective tax laws, by gifts of 
stock within the family circle. 

When our typical businessman dies, 
his family can either continue to operate 
the business through hired management 
or sell it and reinvest the proceeds. Up- 
on a sale of the enterprise, the estate may 
realize many times the original invest- 
ment of the decedent, particularly if 
saleable goodwill has been built up. And 
such good will may be attributable in 
its entirety to the founder's past personal 
services. 


Poor Professional Man 
Contrast this with the plight of the 
family of a deceased lawyer. Even if 
successful, he has been required to foot 
a tax bill calculated on the demonstrable 
fiction that his peak income would con- 
tinue forever. No opportunity is af- 


forded him to divide his income between 
a corporation and himself and thereby 
build up a nest egg for a rainy day; no 
opportunity is afforded him to shift in- 
come into the lower brackets of those 
close to him; and no opportunity is avail- 
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able to him or to a salaried individual 
to build up a saleable goodwill which 
can be translated into cash following 
death or upon retirement. 

Thus, after spending a lifetime pay- 
ing taxes at top rates on every last penny 
of income, and spending all of the re- 
mainder of the bulk of his income in 
maintaining a standard of living calcu- 
lated to attract a clientele which will yield 
the income to be subject to these top 
rates, it follows almost inevitably that 
this vicious circle leaves his widow with 
only uncollected accounts receivable and 
unbilled work in process as her major 
assets. 


What of Retirement? 

Nor is the story much different upon 
retirement. The successful businessman 
can step out and permit hired manage- 
ment to run the enterprise, living there- 
after either on the previously accumulated 
earnings or post-retirement earnings of 
the business, or both. If that is not 
feasible, he can sell out and have ade- 
quate provision made for his retirement 
period. If he has sufficient foresight, he 
can establish a pension fund while he 
is still active, include himself therein, and 
thereby effectively postpone the personal 
income tax on a portion of his salary 
to the time of retirement. It is thus evi- 
dent that the successful business man is 
enabled in various ways to postpone the 
full impact of high surtax rates on a 
portion of his income to a later day. He 
is enabled, by pursuing normal business 
practice, automatically to flatten any in- 
cipient parabola in his income. Conse- 
quent exposure to the merciless progres- 
sive surtax rates is thereby avoided except 
by those whose continued enjoyment of 
high income, even after retirement, en- 
titles them to no surcease. 

Only the salaried and professional in- 
dividuals are denied this opportunity 
of projecting some portion of their in- 
comes forward for purposes of taxation, 


in a Defence Economy 
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and they are the very taxpayers who 
should first be accorded that opportunity. 
Because, as has been pointed out, their 
continued enjoyment of income is, with 
rare exception, peculiarly dependent up- 
on continued life and good health. As 
Miss Dorothy Thompson has so pun- 
gently put it in referring to the earned 
income taxpayer, “He has to go on un- 
til he drops dead of overwork, fearing 
even that release because when his earn- 
ing power stops, his family can starve”. 


Pension Plan: Partial Solution 

Partial recognition of the problem, 
however inadvertent, is found in those 
provisions of our respective tax laws 
which permit employees who are partici- 
pants in a pension plan to defer paying 
tax on amounts still being accumulated 
for their benefit until such amounts are 
actually received. To the extent that 
Canadian law, unlike American, also per- 
mits the contributions of an employee to 
such a fund to be deducted by him, Can- 
ada has made further progress along this 
line than has the U.S. 


While I have suggested that these pen- 
sion provisions represent progress in 
recognizing the peculiarly fallible nature 
of earned income and the need for pro- 
jecting the taxation of some portion of 
it, however small, to a later period in 
life, in another sense these provisions ac- 
centuate the inequity of which I have 
spoken. For, in giving relief to only a 
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portion of the earned income group, the 
vast majority of that group are being 
discriminated against. Nor is it reason- 
able to assume that that majority will be- 
come .participants in a pension plan in 
the foreseeable future. 

Thus, during 1949, the major unions 
in the United States sought, and succeed- 
ed in obtaining, pension benefits for their 
members in lieu of wage increases. But 
the vast majority of wage earners are not 
employed by those whose finances per- 
mit the creation of a pension fund. Nor 
is this device available to the self-em- 
ployed. 


The Proposed Answer 

To correct this situation I proposed 
several years ago to the Ways and Means 
Committee of the United States House 
of Representatives the extension of the 
projection principle implicit in the treat- 
ment of pension funds to some portion of 
all forms of earned income. This pro- 
posal was subsequently introduced in the 
House, under the sponsorship of the 
American Institute of Architects, with the 
support of various other personal service 
organizations. The bill (H.R. 3224) 
permits every taxpayer with earned in- 
come, within specified limits as to 
amount, to create his own tax-deferred 
pension plan through the purchase of a 
special type, low-interest-bearing, non- 
assignable United States government 
bond. Amounts so invested are excluded 
under the bill from taxable income, but 
the full proceeds of the bonds, principal 
as well as interest, become taxable in the 
year when the taxpayer chooses to redeem 
such bonds. In the event of death, the 
named beneficiary of the bonds is permit- 
ted to redeem them over a period of ten 
years and include the proceeds in his or 
her tax returns as redemption occurs. 
This latter procedure conforms to the 
American system of taxing a decedent's 
income which is received following his 
death. In order to prevent duplication 
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of exclusions from taxable income, the 
bill further provides that there is to be 
deducted from the amount otherwise ex- 
cludible from taxable income deductible 
amounts paid into a pension fund. 

It is believed that this proposal would 
be relatively simple to administer. In a 
year of purchase a taxpayer would attach 
to his return the slip or slips evidencing 
the acquisition of the bonds, which slips 
could be furnished him by the bank or 
other institution through which he made 
such acquisitions. In a year of redemp- 
tion such bank or other institution would 
forward an appropriate information slip 
to the appropriate authorities. 

The obvious effect of this proposal, if 
enacted into law, would be to shift in- 
come from years of high earnings to 
those of lesser or no earnings. To this 
extent, at least, the parabola would be 
flattened and the measure of ability to 
pay made more accurate. 


Suitable to Defence Economy 


This proposal was put forward at a 
time when it was believed that we were 
heading into a peace economy. How- 
ever, as convinced as many of us were 
concerning the merits of the proposal in 
a peace economy, we believe that it is 
peculiarly well-suited to a defence econ- 
omy. 

One of the major economic problems 
in such an economy is that of inflation. 
Most economists are agreed that the two 
major weapons in battling inflation are 
increased production and decreased de- 
mand for civilian goods and services. 
Unfortunately there are limits to produc- 
tion, particularly as defence demands in- 
crease. And as these demands increase, 
the amount of dollars fed into the stream 
of puchasing power mounts in direct pro- 
portion. The major objective in the fight 
against inflation, therefore, becomes 
more and more that of decreasing civilian 
demand in the face of an increasing sup- 
ply of currency. 
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The considerations which determine 
the tax and other governmental fiscal 
policies in a peace economy necessarily 
become subordinated to those considera- 
tions which best serve the anti-inflation 
fight. Even the raising of revenue, how- 
ever important, gives way to measures 
which have utility in reducing purchas- 
ing power. After all, of what import- 
ance is a given amount of revenue if the 
cost of defence items for which this rev- 
enue is being raised mounts more rap- 
idly than would be the case under a 
fiscal measure raising somewhat less rev- 
enue but which is calculated to keep 
costs down. 


Anti-inflationary Effect 


A universally acknowledged medium 
for neutralizing purchasing power is the 
sale of government bonds. During the 
last war, savings bond drives were re- 
sorted to with great frequency. At one 
time over 25,000,000 persons in the 
United States were regularly purchasing 
these bonds. Such purchases were made 
under an appeal to patriotism. In a 
defence economy, short of all-out war, 
when the patriotic reason for buying 
bonds cannot possibly be as strong, the 
tax incentive is, in my opinion, of over- 
whelming importance. 

There are two additional reasons ob- 
taining in the United States which make 
it of the utmost importance presently to 
encourage large-scale individual pur- 
chases of government bonds. Whether 
either or both of these reasons also ob- 
tains in Canada I am not in a position 
to say. Firstly, as you probably know, 
most of our individually held govern- 
ment bonds mature ten years from date 
of issuance. Since these bonds were is- 
sued in large volume shortly after Pearl 
Harbour, the amount of maturities falling 
due between 1952 and 1955 will be, 
roughly, 3 billion, 6 billion, 7 billion 
and 51/, billion respectively, or a total 
during these four years of approximately 


214 billion. The result of this fact 
could very well be that bonds redeemed 
will exceed the amount of bonds pur- 
chased unless the incentive for such pur- 
chases is strongly increased. Thus, in 
June of this year, redemptions exceeded 
purchases by 37 million, in July by 50 
million, and in August by 124 million. 
It is thus apparent that even Korea could 
not reverse this trend. 

The second reason lies in the fact that 
financing requirements of the Treasury 
not met by individual bond purchases 
are usually met by purchases by banks. 
Since bonds so held by banks can be used 
as the base for extension of credit, the 
ingredients of a disastrous credit infla- 
tion mount in direct proportion as the 
holdings of government bonds by the 
banks increase. It is thus of the utmost 
importance to sell bonds to individuals, 
not only for the purpose of diminishing 
effective purchasing power, but for the 
equally important purpose of diminish- 
ing the base of credit inflation. 


Anti-deflationary Effect 


Some of us have come to believe that 
peak employment and consequent pros- 
perity are permanently with us. I hope 
to be forgiven if I suggest that the time 
may come when our worries will be those 
of recession or depression rather than of 
inflation. During such a period it could 
well be a blessing if the general popula- 
tion redeemed billions of government 
bonds theretofore purchased, thereby 
adding to the stream of purchasing power 
and to revenue receipts as well without 
impinging on such purchasing power. 
The bonds of the type we are here dis- 
cussing will, of course, do just that to 
the extent that they would not have been 
bought during the inflationary period 
but for the tax incentive. Finally, as 
these bonds are redeemed during a de- 
flationary period, refinancing by sales of 
equivalent amounts to banks will neces- 
sarily be increased, thereby increasing the 





68 





base for the extension of credit — an 
obviously desirable antidote to an exces- 
sively deflationary trend. 


Objections Answered 

If this bond purchase idea is so meri- 
torious, why has it not become law in 
the United States, since it was advanced 
as early as 1947? In my opinion this is 
due to the fact that whereas business 
men are well organized into groups which 
publicize their needs and desires and 
express their views in no uncertain terms 
to the appropriate Congressional com- 
mittees from time to time, the earned 
income group does not have any compar- 
able organization. Furthermore, there is 
a pronounced tendency among lawyers, 
who are the natural leaders in furthering 
a programme of this type, to concentrate 
on possible objections to the proposal 
rather than working towards its adop- 
tion. | What are the objections which 
have been advanced? 


Who Benefits? 


1. It has been urged that low bracket 
taxpayers will not benefit as much as 
those in the middle and upper brackets. 
Given a progressive rate structure, is not 
this result inevitable? Any deduction 
benefits a higher bracket taxpayer more 
than it does one in the lower brackets. 
Furthermore, in testing benefits, one must 
consider not only the saving in the year 
of purchase but the tax cost in the year 
of redemption. It is only the net sav- 
ing which is the true saving. There- 
fore, a taxpayer in the 60% bracket in 
year of purchase who is in the 40% 
bracket in year of redemption saves no 
more than a taxpayer who is in the 20% 
bracket in the year of purchase and who, 
because of personal exemption and other 
deductions, pays no tax in the year of 
redemption. Finally, it seems to me that 
this objection can be put completely at 
rest by an appropriate maximum, ex- 
pressed in dollars, for which a deduction 
can be claimed in the year of purchase. 
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Discrimination 

2. It has been urged that an inequity 
will be created within the earned income 
group as between those who can afford 
to buy the bonds and those who cannot. 
To the extent that the fight against infla- 
tion is of paramount importance in a 
defence economy, this objection is of 
even less validity now than it was when 
the plan was first proposed. For even 
in a peace economy, I don’t see why those 
persons who are in a position to partici- 
pate in the bond plan should not be per- 
mitted to do so merely because others 
cannot, or, as I prefer to believe, choose 
not, to participate therein. The same 
gentlemen who advanced this objection 
were primarily responsible for our so- 
called split income regime in the United 
States. They were apparently not de- 
terred from sponsoring that regime in the 
face of the undeniable fact that some 
bachelors or widowers cannot, for one 
reason or another, marry, or perhaps pre- 
fer payment of higher taxes to that sta- 
tus. 


Restriction on Investment 

3. Mr. Harry Rudick? wholeheartedly 
approves of the principle of tax defer- 
ment but objects strenuously to condi- 
tioning this deferment on purchase of 
bonds rather than permitting investment 
in any medium. I do not know whether, 
in view of our shift to a defence eco- 
nomy, he has altered his views. It 
seems to me that, apart from the ad- 
ministrative complexities which his ap- 
proach would introduce, it has little merit 
in a defence economy. 


Tax on Spending 


4. It has been asserted that the pro- 
posal changes the basic philosophy of our 
tax laws in that it introduces the con- 
cept of a tax on spending rather than a 
tax on receipts. Under current condi- 


1 Professor at the Law School, New York 
University; see p. 70 
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tions this objection rather points up the 
desirability of the proposal. But even 
in a peace economy the objection is 
hardly tenable, involving as it does a tax 
on spendings only to the extent that the 
pension provisions of the tax law can 
be said to do so. 


Redemption Restrictions 


5. The Association of the Bar of the 
City of New York has endorsed the pro- 
posal but objects to permitting redemp- 
tions of the bonds prior to age 60. The 
objection is grounded on the proposition 
that if the proposal is designed to place 
the entire earned income group in the 
same position as those participating in a 
pension plan, parallel treatment requires 
deferring ability to redeem until retire- 
ment age is reached. In the first place, 
under many pension plans, amounts are 
payable before retirement, e.g. upon sev- 
erance of employment. More important, 
however, is the fact that once a pension 
plan is set up it tends to continue in 
operation barring financial difficulties. By 
contrast, the decision to buy or not to 
buy bonds would be an annual one. The 
inability to redeem at will might well 
determine such decision. Furthermore, 
it is desirable, in my opinion, to make 
the proceeds of these bonds available 
during a period of recession or depres- 
sion as an antidote to excessive deflation. 
H.R. 3224 does provide a deterrent 
against indiscriminate redemptions by 
providing for interest payments only 
where a bond is held a minimum of five 
years. 


Limitation to Earned Income 
6. Finally, it has been asked why the 
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suggested deferment programme should 
be limited to earned income. If it is sound 
as to earned income, why is it not sound 
as to every taxpayer? I submit that the 
validity of this enquiry depends upon 
the correctness of my analysis as to the 
inequity which peculiarly affects earned 
income, particularly under a progressive 
rate structure. If the continued enjoy- 
ment of earned income does depend upon 
the continued life and well-being of the 
earner, whereas the same can be said of 
investment income only to a limited ex- 
tent; if recipients of investment income 
have greater ability to pay because of the 
ownership of capital; and if earned in- 
come is parabolic whereas investment in- 
come is not, it follows that the granting 
of equal deferment opportunities to both 
types of income would perpetuate the 
indicated inequity. It may be that fis- 
cal reasons make it desirable to depress 
the purchasing power available out of in- 
vestment income. If so, that result 
should be accomplished either by addi- 
tional taxation or by compulsory bond 
purchases, without introducing any ele- 
ment of tax deferment. 


Canada Can Lead Way 


In conclusion, let me state that we in 
the United States have had occasion more 
than once to admire the willingness of 
Canada to adopt fiscal reforms while we 
content ourselves with endless debate. 
It would be particularly gratifying to 
those of us who believe strongly in the 
desirability of some tax deferment for 
the earned income group if Canada 
showed the way once again. 











The Controversy over 
Excess Profits Tax 





By Harry J. Rudick 
(Attorney-at-Law, New York) 


Reason and experience are on the side 
of those who oppose an excess profits tax 





_ the third time in its history, the 
United States is about to enact an 
excess profits tax. The first excess 
profits tax in March, 1917, was fol- 
lowed a little more than a month later 
by the entry of the United States into 
World War I. The second EPT en- 
acted in October, 1940, was followed 
a little more than a year later by the 
entry of the United States into World 
War II. Let us hope that the third 
EPT is not a harbinger of entry into 
World War III. Yet it is that possi- 
bility which has revived the tax. 
Starting in mid-November well over 
100 witnesses testified before the Con- 
gressional committees charged with the 
writing of tax legislation. About a 
hundred others who did not testify in 
person sent in their views. With the 
exception of the Treasury and organ- 
ized labour, virtually all of these wit- 
nesses were directly or inferentially op- 
posed to an excess profits tax. They 
told the committee what your enlight- 
ened Minister of Finance has told the 
Canadian public, that EPT is an irra- 
tional tax, an inequitable tax, an un- 
productive tax, in short, a bad tax. In 
the light of what has happened, and 


is happening, these witnesses might 
have saved their breath. The legisla- 
tors may have heard, but they did not 
listen. They simply could not with- 
stand the emotional and political pres- 
sures brought on by the turn of events 
in Korea. 

It is common knowledge that prior 
to Korea the Treasury and majorities 
of the tax-writing committees of the 
Congress were opposed to EPT. It is 
fair to say that not only the business 
community but an overwhelming ma- 
jority of tax technicians were opposed 
to EPT. Why therefore was there such 
a hue and cry for EPT? 


Reasons for the Clamour 


At the forefront of the reasons for 
the clamour is the name of the tax. 
The word “excess” has unpleasant con- 
notations. An excess of anything, 
whether it be of rain, sunshine, prices 
or anything else, is undesirable in the 
eyes of most people. It is not surpris- 
ing, therefore, that the popular re- 
sponse should be in the affirmative 
when the abstract question is put of 
whether there should be a tax on ex- 
cessive profits. The difficulty is that 


Address at the Fourth Tax Conference of the Canadian Tax Foundation, Toronto, 
December 12, 1950 


70 








A Controversy over Excess Profits Tax 


no one has yet been able to prescribe 
a workable formula for determining 
what are excessive profits. I shall elab- 
orate on this later, but for the present 
I merely wish to point out that this 
semantic aspect of the problem is of 
prime importance in understanding the 
agitation for the tax. Among other 
generally accepted notions which foster 
a popular fondness for the tax are, 
first, a belief that it takes the profits 
out of war and, second, a misconception 
as to the amount of revenue which the 
tax produced in World War II. The 
nominal yield of World War II EPT 
during the six years it was in force 
was $35 billion, but the net yield, i.e., 
after subtracting the additional income 
taxes that would have been collected 
at the income tax rates in effect during 
these years, was only $16 billion. A 
corporate income tax rate increase of 
about 15 points (from 40% to about 
55%) would have yielded the same 
revenue. 

Time does not permit a complete 
review of the chain of circumstances 
which precipitated the controversy. 
Suffice it to say that after the outbreak 
in Korea it became apparent that the 
Government would have to embark on 
a much more extensive armament pro- 
gramme than had previously been con- 
templated; not as extensive, of course, 
as that of World War II when mili- 
tary expenditures consumed approxi- 
mately 40% of the gross national pro- 
duct, but sufficiently extensive perhaps 
to absorb 20%. Everyone seemed 
agreed that the required expenditures 
should be financed on a pay-as-you-go 
basis, i.e., we should not resort to de- 
ficit financing but should increase taxes 
to meet the enlarged defence outlay. 


It was recognized that the defence 
spending programme would stimulate 
a boom in the economy and that cor- 
porate profits before taxes would prob- 
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ably reach record levels. Inspired part- 
ly by political motives — an election 
was coming up — but to a greater 
extent by a sincere feeling that profits 
accruing to business as a result of the 
armament programme could be and 
should be subject to a special tax, voci- 
ferous pro-EPT groups soon formed 
in both Houses of the legislature with 
the announced purpose of forcing the 
addition of an EPT to the 1950 revenue 
bill which was then pending. These 
groups gathered such momentum and 
acquired such a strength that the legis- 
lative leaders, in order to assure pas- 
sage of the 1950 bill, were forced to 
consent to an amendment to it which 
directed the tax-writing committees of 
the two Houses to report an EPT bill 
as soon as practicable after the recon- 
vening of the present expiring Con- 
gress, i.e., after November 15. It is 
this so-called “mandate” plus the events 
in Korea which are impelling the legis- 
lators to revive EPT. 


The Pros and Cons of EPT 


I now propose to examine the pros 
and cons of EPT. The very name EPT 
implies that the profits which are sub- 
jected to the tax are to be in excess 
of something. It has been generally 
assumed that the something is an earn- 
ings’ experience of some prior period 
(or some fraction of that earnings’ ex- 
perience) or, in the alternative, a speci- 
fied return on capital invested in the 
business. (As will be seen, neither of 
these criteria is a satisfactory universal 
standard for measuring “normal” prof- 
its.) Another feature of EPT inherent 
in its professed purpose of curbing 
profiteering is that the rate must be 
high since if a company really does 
profiteer, that is, makes profits which 
are beyond what is generally thought 
commensurate with risk and enterprise, 
the rate should be high in order to 
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recapture these “excessive” profits to as 
great a degree as possible. (Here 
we are faced with the difficulty of ap- 
plying a subjective test to an objective 
problem, namely ascertaining the point 
at which profits become “excessive” 
bearing in mind the nature of the busi- 
ness, the amounts of money and energy 
at risk, etc.) What are the shortcom- 
ings and advantages of such a tax? 


I propose to begin with an argument 
of those who oppose EPT: because of 
the high marginal rate (75% under the 
bill passed by the House of Represen- 
tatives), it will encourage waste and 
inefficiency or, at least, discourage econ- 
omy and efficiency. Thus, the measure 
will be inflationary at a time when 
we are endeavouring to check inflation. 
When the managers of a corporation 
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can retain for their stockholders only 
25% of any savings they can effect, the 
inducement to save is weak and the 
temptation to spend is strong. Money 
spent for non-productive and non-es- 
sential purposes serves to bid up the 
prices of materials and services, result- 
ing in higher production costs and 
higher prices of goods. 


To this argument about waste and 
inefficiency, the proponents answer that 
patriotism will curb the extravagances 
and waste that a high marginal rate 
of EPT inspires; and that if patriotism 
is not enough, legislation can be en- 
acted which will limit expense deduc- 
tions so that unnecessary advertising, 
entertainment expenditures, etc., would 
be disallowed. The CIO representa- 
tive proposed during the hearings that 
certain expense deductions should be 
limited to the same percentage of sales 
during EPT periods as during the base 
period. Naturally he did not suggest 
that a corresponding limitation be 
placed upon wages. 

Reason and experience during World 
War II are on the side of those who 
consider EPT inflationary. In the course 
of the hearings, even the Secretary of 
the Treasury and the AFL representa- 
tive conceded the inflationary tenden- 
cies of EPT. The argument that pa- 
triotism will curb expenditures of dub- 
ious necessity is naive. When an ex- 
tremely high percentage of profits is 
payable as taxes, it becomes prudent 
for management to make expenditures 
that under ordinary circumstances 
would be improvident. I am not here 
referring only to such expenditures as 
advertising, travelling and _ entertain- 
ing which are relatively insignificant 
even though they are good for jokes, 
but to such more important items as 
maintenance, salaries and wages, new 
plants subject to the five-year amortiza- 
tion allowance, etc. One of the wit- 
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nesses was blunt enough to tell the 
Ways and Means Committee that if 
there were an EPT, he would see to it 
that there were no “excess” profits in 
his company. The remedy suggested 
by the CIO of limiting expense deduc- 
tions is utterly impracticable. The 
freezing of expense deductions to the 
base period percentages would produce 
the most serious dislocations and in- 
equities. Imagine the complaint of a 
company which during the base period 
spent only 1% of its sales on adver- 
tising if its principal competitor which 
had been spending 5% could continue 
to enjoy the benefit of the differential. 
Furthermore, consider the tremendous 
administrative difficulties involved in 
verifying the necessity of corporate ex- 
penditures. 


Two Kinds of Dollars 


Beardsley Ruml has pointed out to 
me a factor which no one else seems 
to have mentioned during the contro- 
versy and that is that under an EPT, 
business will be dealing with two kinds 
of dollars, those which are subject to 
EPT and those which are not. He 
called them cheap dollars and expensive 
dollars. Corporations which are in 
EPT brackets will be able to spend 
money on business promotion and good 
will development, e.g., free mainten- 
ance of an article for a specified period 
after purchase, much more cheaply than 
competitors subject only to standard 
rates. Since the companies which pay 
EPT are, in the main, the stronger and 
more powerful companies, this double 
standard will enable them by low cost 
research and service to entrench them- 
selves even more strongly and place 
their smaller competitors at a further 
disadvantage. The advantage is not so 
important in a period of total war 
when shortages are so great that the 
mere possession of goods enables the 
smaller concern to compete on favor- 
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able terms with the large; but this is 
not going to be the situation during 
the years ahead, or at least we hope 
it will not. During this period we 
hope that it will be possible to in- 
crease production so that we can have 
in reasonable quantities butter as well 
as guns. 


A Brake on Incentive 


Allied with the charge that EPT is 
inflationary is the contention that it 
puts a brake on incentive and the in- 
vestment of equity capital and hence 
tends to discourage increased produc- 
tion at a time when increased produc- 
tion is the very goal for which we 
strive. This was the underlying bur- 
den of much of the testimony before 
the Congressional committees. Here 
again, the EPT proponents seem to 
think that patriotism will bring us 
through and point to the production 
miracles of World War II. What the 
proponents overlook is that the flame 
of patriotism burns much less brightly 
in a cold war or a localized war than 
it does in all-out combat. It can hardly 
be denied that the will to expend ef- 
fort and risk capital is weaker when 
the reward is 25% than when the 
reward is approximately twice as much. 
Moreover, whereas in a hot war there 
is a general feeling that the period of 
blood, sweat and tears, and _ self-sacri- 
fice must end within a reasonable num- 
ber of years, the era of cold war which 
we now face has no foreseeable term- 
ination. People and nations eventual- 
ly become exhausted with killing each 
other, and if history has any licence to 
teach, we know that shooting wars 
must some time come to an end; but 
belligerence seems to be an abiding 
scourge. Producers may be willing for 
a period of measurable length — even 
though it be many years — to devote 
unstintingly their time and money to 
the cause of production for a quarter 
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of their value if they feel that at the 
end of the period they can once more 
expect a return that makes effort and 
tisk worthwhile; but when they are 
faced for an indefinite term of con- 
stant tension with the prospect of a 
very low yield for their effort and 
tisk, the consequences may be quite 
different. 


An Erratic Impact 


A further argument against EPT is 
that its impact is necessarily erratic 
and inequitable because no workable 
formula has or can be found which will 
separate out defence profits from so- 
called normal profits. EPT will catch 
within its net corporations which, but 
for the emergency, would have realized 
profits even beyond those which they 
will realize under the armament pro- 
gramme; and will fail to catch corpora- 
tions which will realize large profits 
as a result of defence expenditures 
but which would have suffered de- 
creased earnings in the absence of that 
programme. For example, consider the 
television industry. It is not unreason- 
able to believe that if the Kremlin were 
to let the world live in peace, the tele- 
vision industry would enjoy unpreced- 
ented earnings. Under the emergency 
programme with its cutbacks of civilian 
electronics production, the profits of 
companies in the industry may possibly 
be large but will probably be less than 
if there were no emergency programme. 
Yet, because in the designated base 
period, which happened to be a period 
of development in the industry, they 
realized relatively low earnings, and 
because the ratio of invested capital to 
earnings in the industry is generally 
low, the greater part of their future 
earnings may be subject to EPT. By 
way of contrast, look at the automo- 
bile industry. It is reasonable to con- 


clude that the automobile industry, 
absent the emergency, would have 
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reached its earnings peak for some 
time to come during the years 1947 
to 1950, and that in 1951 and perhaps 
for some time after that its earnings 
would have declined, the pent-up de- 
mand for cars that was built up during 
the war having been satisfied. As a 
result of the armament programme, the 
automobile industry will probably con- 
tinue to enjoy large earnings, but little 
if any of these earnings will be sub- 
ject to EPT because of the high credit 
resulting from high earnings during 
the base period years. 


Consider also the railroads. During 
World War II the railroads, even 
though they prospered mightily as a 
result of the traffic engendered by the 
war, paid a ridiculously low amount of 
EPT. (Only a handful of the nation’s 
railroads paid any EPT.) The reason 
was that they were allowed a credit 
based on an historic invested capital 
of great magnitude which, for years, 
had borne no relationship whatever to 
the market -value of the securities issued 
by the railroads. The railroads are 
once more doing well as a result of 
the armament programme and will 
continue to do so; but again, they will 
pay little or no EPT because of the 
credit based on an unreal concept of 
invested capital which, however, hap- 
pens to be the only concept of invested 
capital that will work at all. The 
steel industry too, because of its his- 
toric invested capital, will probably not 
be hit too badly by EPT. 


Congress, in recognition of the fact 
that the general formulae prescribed 
in the World War II EPT did produce 
inequitable disparities between indus- 
tries and between members of the same 
industry, enacted a host of relief pro- 
visions both specific and general. Spe- 
cific provisions such as the growth 
formula under which a company with 
larger earnings during the last half of 
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its base period than during the first 
half received an increased credit, and 
the elimination of certain ‘“abnormali- 
ties” in the base period or during the 
taxable period, evened out some of the 
unjustified differences in treatment as 
between industries and competitors; but 
at the same time aggravated others 
not specifically covered by the statute. 
The general relief provisions, it is uni- 
versally agreed, have worked badly. 
The administrative burden entailed by 
such general provisions is apparently 
too great to be borne by Bureau of 
Internal Revenue personnel. At least 
the wholly unsatisfactory administra- 
tion of the general relief provisions 
has indicated that this is so. About 
14,000 cases are still pending (in- 
volving $4 billion) and litigation is 
piling up in the Tax Court at the rate 
of one a day. 


Immunity of Partnership 


Another discriminatory feature of 
EPT is that it applies only to corpora- 
tions and not to individuals and part- 
nerships. The proponents concede that 
it is administratively impracticable to 
apply EPT to partnerships and individ- 
uals, but they say that the rates of 
individual tax are so high that most 
of the excessive profits are subject to 
approximately the same rates as if they 
were subject to the EPT rates. How- 
ever, this is not a satisfactory answer. 
It is well known that with the advent 
of EPT in World War II, many closely- 
owned corporations were dissolved and 
carried on as individual proprietorships 
or partnerships, frequently as family 
partnerhips, with children as well as 
wives as partners. Many of these busi- 
nesses changed back to the corporate 
form when the EPT was repealed in 
1945. It is safe to predict that when 
another EPT is enacted, the experience 
of World War II will be repeated. 
There is, of course, no gainsaying the 
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fact that like corporations, partnerships 
and individual proprietorships will 
realize higher profits as a result of the 
defence expenditure programme, but 
they will not be subject to EPT. Ad- 
mittedly, most of these sole proprietor- 
ships and partnerships will be small 
businesses, but there is no more jus- 
tification for allowing them to profit 
out of defence than there is for large 
companies. 


A final, but not negligible, complaint 
against EPT is its difficulty of adminis- 
tration. Its bewildering complexity, 
a necessary concomitant of the elabor- 
ate provisions required to make it tol- 
erable, causes the expenditure, by both 
business and Government personnel, of 
a huge amount of time and money 
which might better be devoted to more 
productive purposes. 


Reasons for EPT 


Now let us turn to the arguments 
of those who advocate EPT. The Sec- 
retary of the Treasury urged these 
reasons for the tax: 


1. EPT is necessary to contribute to 
the increased cost of defence. 

2. EPT is necessary to help check in- 
flationary pressures and enable the 
Government to maintain a _ strong 
financial position. 

3. EPT will get at high profits result- 
ing from the defence programme. 


The first of these arguments, that 
EPT is needed to contribute to the in- 
creased cost of defence, cannot with- 
stand thoughtful consideration. It is 
perfectly clear that the $4 billion which 
the Treasury proposes to raise by EPT 
can be raised readily by other means. 
The Committee for Economic Develop- 
ment, which enjoys an excellent repu- 
tation for objectivity, has stated that an 
increase in the corporate income tax 
rate to 53% (33% on the first $25,000) 
will produce $3 billion, or three-fourths 
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of the amount estimated by the Treas- 
ury as the yield of its EPT proposal. 
The CED goes on to suggest that an- 
other $3 billion can be raised by an 
addition to the individual income tax 
of a tax equal to 5% of income in 
excess of exemptions and the present 
tax; and that further requirements be 
met by an overhauling of the coverage 
and an increase of the yield of the 
excise tax base. 

It should be emphasized that the 
business witnesses before the Con- 
gressional committees did not object 
to the imposition of higher taxes on 
corporations. They were all agreed 
that it would be fair to exact from 
corporations a substantial share of the 
increased revenue requirements, but 
they would much prefer an increase 
in the standard rate of corporate tax 
to an EPT. 


Not a Check on Inflation 

The second argument advanced in 
favor of EPT, that it will help to check 
inflationary pressures, is equally weak. 
The pressures as I have indicated will 
be the other way. In fact, upon cross- 
examination by members of the Con- 
gressional Committees, the Secretary 
was forced to admit that EPT has in- 
flationary rather than deflationary ten- 
dencies. 

The third argument of the Treasury, 
that EPT will tax the high profits re- 
sulting from the defence programme, 
is unquestionably the strongest argu- 
ment in favor of EPT. It must be 
admitted that in a large number of 
cases, EPT will reach the very profits 
it is presumably aimed at, i.e., profits 
which would never have been realized 
were it not for the defence programme. 
True, renegotiation of Government 


contracts can, and should, of course, 
recapture profits from such contracts 
thought to be in excess of a fair rate, 
taking into account effort, 


risk, etc. 
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However, profits from the defence pro- 
gramme do not extend only to direct 
or even indirect suppliers of Govern- 
ment needs. They permeate the entire 
economy. Secretary Snyder cited an 
example in his testimony. He said, 
“If, for example, the defence program- 
me absorbs the facilities of one manu- 
facturer, thereby increasing civilian de- 
mand for the products of another 
manufacturer of similar articles, it has 
contributed to the profits of the pro- 
ducer of civilian goods as certainly as 
to the profits of the producer of mili- 
tary supplies.” 


Missing the Target 

There are many other cases in which 
taxpayers can indirectly benefit from 
the defence spending programme. For 
instance, assume that a mill which had 
been shut down reopens as a result of 
orders obtained from the military. The 
landlord who owns the plant will re- 
ceive rents which he would otherwise 
probably never have received (or he 
may sell the plant and receive a wind- 
fall profit which would probably not 
be subject to EPT). Because of the in- 
creased employment and _ spending 
power in the community, the local 
stores, movie houses, service establish- 
ments, etc., will all have increased sales 
and increased earnings. Thus, the 
profits from the armament programme 
will percolate down through the en- 
tire economy and, as one witness said, 
if profits resulting from the defence 
programme were to be called ‘excess 
profits”, then virtually a// business may 
be said to make excess profits. Yet 
under an EPT, a very substantial pro- 
portion of these defence profits will 
never be reached. To begin with, in- 
dividuals and partnerships, which will 
derive a good share, will not be sub- 
ject to EPT. In the second place, 
only a small proportion of the business 
corporations of the country will be sub- 
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A Controversy over Excess Profits Tax 


ject to the tax. During the EPT of 
World War II, the number of corpor- 
ations subject to EPT never exceeded 
one-fourth of the number of corpora- 
tions subject to income tax. It simply 
cannot be assumed that more than 
three-fourths of all corporations subject 
to income tax did not share in the 
profits generated by the war spending. 
Thus it becomes pretty apparent that 
if its principal function is to hit de- 
fence profits, EPT can only cover a 
portion of its target and must miss a 
very large, if not the greater, part 
of it. 

The Secretary, in his statement, con- 
ceded that all segments of the economy 
are enjoying prosperity but asserted 
that the gains have been more striking 
in corporate profits. This statement 
was based on the fact that dollar-wise, 
corporate profits have reached unpre- 
cedented levels and to the fact that the 
average of profits before taxes for the 
years 1946-49 was more than five times 
the 1936-39 average. However, the 
rise in corporate profits after taxes, in 
relation to national income, has not 
been nearly so steep. During the years 
1936-39, a period which, as the Secre- 
tary conceded, was not a particularly 
good one, one in which the rate of 
earnings on capital was relatively low, 
corporate profits after taxes averaged 
about 6% of national income whereas 
during the years 1946-49 they averaged 
8.7%. The current rate is about the 
same. In the meantime, the gross na- 
tional product has nearly quadrupled. 


Current v. Historic Net Worth 

Another point made by the Secre- 
tary in his testimony is that the average 
rate of return on net worth of all 
corporations with net income is higher 
than it used to be. That the rate of 
return on equity capital (capital stock 
and surplus) has increased is doubtless 
true, but the significance of the state- 
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ment cannot be clearly understood 
without taking into account the fact 
that as the years have gone by, corpor- 
ations have more and more resorted to 
borrowing rather than to equity securi- 
ties for capital purposes. They have 
pursued this course largely because of 
U.S. Government policies, namely, a 
cheap money policy which makes it 
easy to borrow, and a differential in 
tax treatment of interest and dividends, 
the former being deductible for income 
tax purposes and the latter not. In- 
cidentally, under the EPT bill passed 
by the House of Representatives, com- 
panies subject to EPT can borrow at 
extremely low cost whereas companies 
not subject to EPT bear the greater 
part of the interest cost. This lends 
added point to Ruml’s declaration that 
EPT will bring with it a double stand- 
ard of dollar interest. If we reflect that 
the percentage of total capital which 
today represents borrowed capital has 
increased very materially from 1936-39, 
the increase in the rate of return on net 
worth appears in a different light. 
Moreover, the net worth figures shown 
in corporate income tax returns are not 
reflections of current net worth, but 
merely of historic net worth, that is, 
original capital investment plus accum- 
ulated profits. If net worth were ad- 
justed to reflect replacement values 
which are, for most companies, very 
much higher than book values, the ra- 
tio of income after tax to net worth 
would be very materially reduced. 


Force of Patriotism 


An argument not advanced by the 
Secretary but sometimes urged is that 
EPT is necessary for morale purposes. 
The validity of this argument fluctuates 
with the degree of emergency. We are 
not yet engulfed in a total war — and 
there is little evidence that EPT is 
essential so long as the military require- 
ments consume only about one-fifth of 
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our total production, so that the satis- 
faction of civilian needs is still the 
dominant function of our economy. If 
we were to become involved in a total 
war, I would feel differently. In that 
lamentable event, we would doubtless 
have direct controls of wages and prices 
and EPT would, despite all its short- 
comings, be not only advisable but 
perhaps necessary. Under such circum- 
stances, the forces of patriotism and 
self-sacrifice are sufficient to spur pro- 
duction without as much incentive as is 
required in a prolonged and indeter- 


minate period of tension, when the 
public psychology — a powerful factor 
— is quite different from the psychol- 
ogy in a period of immediate mortal 
peril to not only life, but a way of life. 


This is not to say that I think the 
country will go to wrack and ruin if, 
despite the reasons against it, we do 
have an EPT; but if we do, I believe 
it will hinder rather than help us in 
attaining our goals of increasing pro- 
duction and checking inflation, which 
are really two sides of the same coin. 


TOO GOOD TO BE TRUE 


(From an editorial by A. P. Richardson in The Journal of Accountancy, February 1927) 


In these days when the wind howls out of 
the north and the snow drives under the doors 
and windows, when the glib promises of the 
weather-strip man are discounted by exper- 
ience, when the rivers are full of ice, above 
all when the clients sing their midwinter 
chorus of “Pronto, pronto” and everything 
except work is shoved into the corner, the 
accountant sometimes lingers for a moment 
over some perplexing problem — and dreams. 
He dreams of a fair, wide sweep of rolling 
land, all green in its spring garments; his 
hands clutch in fancy the familiar leather of 
the best old driver in the world and he sees 
the little white ball riding straight and true 
out into the short air line between tee and 
hole. Even the worst dub at the game can 
dream of a perfect swing, the music of im- 
pact and faultless leap and flight of the ball. 
Perhaps the player who never did and never 
will finish in less than a hundred is a better 
dreamer than is he whose total is in the early 
seventies. The air is soft and caressing in the 
valley, but as our dreamer climbs the hill a 
fine bracing breeze meets him face to face. 
The winter is past. Work is merely a ghost 
of memory. The world looks very good to 


the golfer. And then he rubs his hand 
across his eyes, looks out the window to 
snow and slush and black smoke; on his desk 
lies a file of papers turning their stupid 
faces to him and the imp Reality cries in his 
ears “February, February”. Then the poor 
wretch opens the upper left-hand drawer of 
the desk and looks with a desperate affection 
at a dirty and battered ball which he keeps 
there just to have a tangible reminder that 
there are other days coming. Perhaps he 
takes up the card upon which is the record 
of that score which made all the other fellows 
jealous and utterly amazed the author him- 
self. That was a great day and he was in 
fine form. If he had only been putting as 
well as he played the other shots there would 
have been a record hung up at the club. 
When next spring comes he must get out 
bright and early as soon as the ground is 
clear of snow and the fairways are passable 
without boats. No one knows how he may 
cut this record down if he begins a bit 
ahead of the crowd. It may be he will touch 
70 this year — or 80 or 90 as his ambitions 
incline. And meanwhile there lies the pile 
of silly papers on his desk. 
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Office Leadership 
And Supervision 





By A. C. Mitchell, M.C.I. 


Some of the factors which 
make for good supervision 





Way we talk of leadership and 
supervision, we refer basically to 
a subject matter that is identical in 
many respects. Of the word “leadership” 
the dictionary gives the following: ‘the 
office or position of a leader” — and of 
the word “leader” we are told “one who 
leads or conducts, a guide or command- 


er’. “Supervisor” is described as ‘‘one 
who supervises or oversees, an inspec- 
tor’ — and so to lead or conduct, to 


guide, to supervise or oversee, to be an 
inspector implies control. Leadership or 
supervision, therefore, is a conscious di- 
recting or influencing of certain causes 
so that certain desired effects will re- 
sult. Let us briefly examine what super- 
vision involves. As has already been 
said, supervision means overseeing, and 
its object is to get work done on a sched- 
uled time and in as economical a manner 
as is possible. Simple as this may sound, 
it is a large order and I shall endeavour 
to point out some of the factors involved. 


Of What Does Supervision Consist? 


First, “‘supervision” involves know- 
ledge of the limits of authority and re- 
sponsibility granted to the individual who 
is to supervise. It is important that this 


authority be clearly defined for if it is 
not done we risk the possibility of in- 
ternal disagreement and consequent jeo- 
pardy to the work. 

Second, “‘supervision” involves a thor- 
ough knowledge on the part of the su- 
pervision of the work to be done and 
the manner in which the work is to be 
done. The supervisor should recognize 
the right and the wrong way of doing 
clerical work and should see to it that 
clerks are properly instructed. If clerks 
are left to their own devices it is quite 
possible that the person in charge of 
a centralized stenographic department be 
an experienced stenographer. 

Third, “supervision” involves a know- 
ledge of the capacity of the work force. 
It is foolish to continue the practice of 
working with an inadequate force in the 
vain hope that some day it will catch 
up with the work. Nor is it wise to 
resort to continuous overtime as this ul- 
timately will defeat its own purpose. 
While it happens that too much work 
is expected from clerks, it frequently 
happens that not enough is expected and 
this condition can be attributed to a lack 
of knowledge of what the force can ac- 
tually do. 


An address to the National Office Management Association, Toronto chapter, December 1950 
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Fourth, “supervision” involves an ap- 
preciation of the relative importance of 
current and pending work. Business op- 
erations consist of two kinds of detail — 
routine and symptomatic — and it is es- 
sential to the supervisor to readily dis- 
tinguish between the two and that each 
be accorded the proper sense of pro- 
portion. 

Fifth, “supervision” involves the ab- 
ility to get along well with others, in- 
cluding superiors and subordinates. One 
problem is to achieve a proper balance 
between being too strict and too lenient. 
Good discipline is essential but the strict 
disciplinarian is likely to receive obed- 
ience rather than co-operation, and a len- 
ient supervisor will not have the real 
respect of his subordinates. An essen- 
tial quality is the ability and willingness 
to see both sides of a situation. 

Sixth, the supervisor must be able to 
teach others. I have already stated that 
a thorough knowledge of the work is 
necessary, but the supervisor must pos- 
sess the ability to impart that knowledge 
to others. Patience is essential to suc- 
cess in this effort. The common fault 
is the tendency to assume that employees 
understand just what is to be done after 
some procedure has been explained to 
them once or twice at the most. 

Seventh, a supervisor should repre- 
sent, not misrepresent, the viewpoint of 
management. It is a simple matter to 
blame management when an unwelcome 
order must be given. While it is true 
management must accept responsibility 
for all decisions, it is not fair to blame 
management for something for which it 
is not responsible. For example, manage- 
ment is not to be held responsible for 
a demand that certain work be turned 
out immediately when delay in comple- 
tion is due to the failure on the part 
of the supervisor. 


The Good Supervisor 
Some years ago Mr. Glenn Gardiner 
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published a book entitled “Practical Of- 
fice Supervision”, and in one chapter he 
has listed “Ten Things an Office Worker 
Expects of a Supervisor”. I would rather 
think of them as “Ten Desirable Quali- 
fications of a Good Supervisor”. They 
are as follows: 

Desirable Qualifications 
1. Respect. Does he respect each in- 
dividual under him? Does he have their 
respect ? 
2. Open-mindedness. Does he listen pa- 
tiently when a subordinate presents an 
idea with which he might disagree? Is 
he stubborn about accepting a viewpoint 
of any subordinate? 
3. Understanding. Has each subordin- 
ate an understanding of what is expected 
of him in order to win advancement? 
Does the supervisor understand each of 
his subordinates and their attitude to- 
ward their work? 
4. Approachability. When a subordin- 
ate approaches the supervisor with some- 
thing on his mind, is he kept waiting 
until any task immediately at hand is 
completed, or does he receive attention 
at once? Does he avoid the approach 
of a subordinate by putting on a busy 
air? 
5. Self-control. Does he indulge in ar- 
guments with subordinates? Does he 
allow personal grouches to affect his 
manner of dealing with people? Does 
he ever lose his temper? 
6. Promises. Does he need to be re- 
minded by subordinates of promises he 
has made to them? Does he make a 
promise with the intention of finding 
some logical way out of it before the 
time to keep it arrives? 
7. Patience. Does he become irritable 
when subordinates do not measure up 
to his expectations? Is he greatly an- 


noyed by minor mistakes? Is he willing 
to repeat instructions to employees slow 
to grasp a new idea? 
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8. Fairness. Does he allow personal 
likes or dislikes to alter his treatment 
of individuals? Does he have special 
arrangements or dealings with some in- 
dividuals that cannot be logically ex- 
plained to others under his supervision? 
Is he honest and impartial under all cir- 
cumstances ? 
9. Reasonableness. Does he ask subor- 
dinates to do something he would not 
care to do himself? Does he assign tasks 
he has not actually done himself? Does 
he give careful consideration to the a- 
mount of work he can reasonably expect 
a subordinate to turn out? Does he re- 
quire anyone to put in more overtime 
than he would do himself? 
10. Loyalty. Does he put personal in- 
terests ahead of the interests of his work- 
ers? Does he assume full responsibility 
for the mistakes of his department or 
does he lay the blame on others under 
him? Is he as sincerely loyal to sub- 
ordinates as he would want them to be 
to him? 

Manuals 

An additional requirement of good su- 
pervision is the establishment of manuals 
or standards of performance, and it is 
essential these manuals be clearly writ- 
ten. A manual is an excellent medium 
whereby new employees may be trained. 
Company rules and policies may be set 
down in some detail and the duties of 
each employee outlined. Considerable 
time and effort will be required to pre- 
pare these manuals, but in the long run 
they will make a supervisor's task easier 
and will build a more productive work 
force with fewer problems. 

When instructions are prepared in 
manual form employees cannot evade 
the responsibility of knowing what the 
manual contains. When new employees 
are given a manual and are told they 
are expected to read it and be responsible 
for a knowledge of what it contains, a 
troublesome problem can be avoided. It 


Mr. A. C. Mitchell, M.C.I. is 
assistant secretary of Drug Trad- 
ing Co. Ltd. He is a past presi- 
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Canadian Credit Institute. 


should be remembered that matters that 
may be quite clear to a trained or ex- 
perienced person may not be understood 
by one just entering the organization 
and the use of a manual will assist 
materially to overcome such difficulties. 

A manual is an excellent basis for the 
development and standardization of com- 
pany, departmental, and individual pro- 
cedures. The use of a manual that 
clearly sets forth procedures will provide 
an excellent basis for the elimination of 
inconsistent practices and a reduction of 
the waste that results therefrom. A man- 
ual is the conclusive determination of 
the easiest and most productive way of 
getting things done ard by adoption 
the most productive way becomes the 
habitual way. 


Appraising Subordinates 

An essential part of a supervisor's job 
is that of appraising subordinates. A 
supervisor is aware of how much an 
employee should do and how well he 
should do it when there are clearly writ- 
ten requirements. They assist a super- 
visor to arrive at proper decisions with 
respect to placement, work, assignment, 
etc. When a supervisor knows what an 
employee is expected to do and how well 
he is expected to do it, he can more 
accurately estimate the individual quali- 
fications required. Outstanding or below 
par performance is revealed by a com- 
parison of actual performances with the 
standards and in this way the employee 
with the required qualifications will be 
readily identified and promoted when 
the opportunity arises. 

Analyzation of the methods of em- 
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ployees who exceed manual requirements 
will assist the supervisor to establish 
improved work methods, and by the same 
token the methods of employees who do 
not meet the requirements can be studied 
with a view to some improvement 
through specific training. Manuals are 
a valuable ally to on-the-job training as 
this training is not complete until the 
employee can perform all of his duties 
satisfactorily. Manuals are most satisfac- 
torily prepared when the supervisor and 
employee work together in preparation 
of them. This has a definite effect on 
morale, and a discussion of the tasks 
by supervisor and employee does much 
to clarify for both what the employee is 
expected to do. Such a discussion high- 
lights what is adequate, inadequate, and 
outstanding for any given task. This re- 
duces the possibility of conflicting opin- 
ions and tends to create confidence that 
there will be fairness in all dealings. An 
employee has the right to know what is 
expected of him and what his boss re- 
gards as satisfactory performance with 
regard both to quantity and quality. 
There is a desire to give better service 
when there is an understanding of re- 
sponsibility. An employee appreciates 
definite evidence that an organization 
desires to make full use of his abilities. 
Detailed information on job duties and 
requirements will be helpful in improv- 
ing relationships within the organization. 
Standards simplify the task of determin- 
ing personnel requirements, and this 
knowledge is most helpful in preparing 
budget estimates. 


You will, of course, appreciate that 
to function properly this task of estab- 
lishing written manuals requires the full 
support of top management. Standards 
are essential for all positions in any or- 
ganization. Supervisors and employees 


should understand what is expected of 
them and the standards should be ap- 
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plied to all levels to instill confidence 
and generate enthusiasm. 


Poor Supervision 

And now let us consider the possible 
results of poor supervision. I can think 
of no better example than that which 
appeared in a recent issue of one of the 
condensed type magazines. This article, 
which is entitled “What's Wrong With 
Your Boss?”’, is built around the follow- 
ing six different types: 
1. The Suspicious Boss. He boasts about 
the company’s fine cafeteria, elaborate 
pension plan, and liberal vacation policy. 
Yet this firm has the highest employee 
turn-over and one of the lowest produc- 
tion records in the industry. Why? It 
is because the atmosphere is clouded with 
fear. The employer follows a policy he 
calls “keeping in touch”. Three or four 
times a day he pays surprise visits to each 
department. Then he inspects the rest 
rooms to make sure no one is loafing. 
The situation has reached the point where 
at the sound of footsteps, an entire de- 
partment will suddenly become silent. 
Even the boss himself recently remarked: 
“TI can’t understand it; you’re the quiet- 
est workers I’ve ever seen!” 
2. The “Tough” Boss. This type doesn’t 
believe in “mollycoddling”; when he 
gives orders, he barks them. In addi- 
tion, he appears to get positive enjoy- 
ment from issuing bulletins and direc- 
tives. Unfortunately, he fails to realize 
that a pat on the back is the key to 
greater production and high morale. A 
laboratory assistant for a large drug com- 
pany puts it thus: “Let’s say my boss 
wants me to work overtime. If he orders 
me to stay, I resent it. But let him 
say: “This is important. Can you help 
me out?’ and I want to pitch in and 
do a first-rate job.” 
3. The “Chummy” Boss. Most employ- 


ees dislike the boss who treats his men 
as machines. But at the same time they 
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are biased against the supervisor who 
indulges in over-friendliness. They find 
it difficult to draw the line between work- 
ing hours and what goes on afterwards, 
and are strongly tempted to take advan- 
tage of the relationship. A number of 
workers confessed that, working for the 
“chummy” boss, they think nothing of 
arriving late or breaking company rules. 


4. The “Buck-passing” Boss. Most em- 
ployees know at least one executive who 
palms off responsibility and gets away 
with as little work as possible. Such 
“buck-passers” don’t realize that they 
pay for their blunders through loss of 
prestige and respect. And in the end 
it usually comes to the attention of the 
“Big Boss’’ anyway. 


A Letter from a Reader 





Toronto, January 8, 1951 


Sir: Bulletin no. 5 of the Committee on 
Accounting and Auditing Research leads me 
again to make an attack on the valuation of 
inventory at the lower of cost or market. 
The bulletin ends with the statement “where 
there is a change in the method of determin- 
ing inventory costs which has a material 
effect on the profit and loss statement or the 
balance sheet full disclosure of the change 
should be made”. 


As far as I can see the committee has never 
objected to “the lower of cost or market” 
and by implication this bulletin may be taken 
as an acceptance of it. If a period of rising 


prices is followed by a period of falling 
prices, the valuation of inventories by this 


. subject of full disclosure. 
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5. The “Know-it-all’” Boss. This is a 
common type who smugly convinces him- 
self that he is never wrong, and doesn’t 
like his orders questioned. In his ‘‘brass 
hat’’ approach to bossing, there is no 
room for consulting with a worker or 
understanding him as an individual. To 
such a supervisor, a suggestion or crit- 
icism by a subordinate is a personal 
insult, 


6. The “Frantic” Boss. This type of 
executive feels that nothing can be done 
without him. He is so bogged down in 
detail that he has no time to set orderly 
policies. He never appears to know what 
he wants, never seems able to delegate 
responsibility. As a result, the shop 
or office is in constant turmoil. 


method results in a change from “cost” to 
“market” which may have a material effect 
on the accounts and full disclosure should be 
as necessary as when any other change is 
made. The absurdity of the present position 
may be shown by considering two companies, 
identical in every respect except that the one 
values its inventory at cost and the other at 
the lower of cost or market. Prices fall, and 
the first company decides to change its valua- 
tion to market and this change must be the 
The other com- 
pany also changes its valuation to market, but 
no disclosure is considered necessary because 
it has consistently applied its equivocal 
method. 

C. A. ASHLEY, F.C.A. 

University of Toronto 
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Manual of Instructions on Accounts, 
for the Use of Municipalities, published 
by the Dominion Bureau of Statistics; 
pp. 307; price $1.00 


The foundation of this work was laid 
at the first Dominion-Provincial Confer- 
ence on Municipal Statistics held in 1937, 
when a committee was appointed to 
carry out the recommendations of the 
conference. During the years improve- 
ments have been made and this manual 
of some 300 pages, issued in 1950 under 
the authority of the Minister of Trade 
and Commerce, is the latest revision. The 
manual provides for a standard form of 
reporting on the finances, accounts, and 
statistics of municipalities throughout 
Canada and of all boards, commissions, 
and public utilities associated therewith. 
It is intended that the accounts and 
statistics of a municipality and its as- 
sociated boards shall be prepared in such 
a way that they may be read both as in- 
dividual statements and as a combined 
municipal report, with cross references. 

The manual is in four parts: (1) Fi- 
nancial Statements (2) Terminology 
(3) Statistics (4) Pension Funds. 
There is no index. There is an introduc- 
tion giving general directions as to the 
use of the manual and, further on, there 
is a series of forms for use in the re- 
porting on accounts, each item in each 
form being numbered. Attached to each 
form there is a text with paragraphs 
numbered correspondingly with items in 
the form, explaining their use. 

As the instructions in the manual are 
set out in great detail there would be an 
economy of time and effort on the part of 
treasurers and accountants in the pre- 
paration of reports sent to the Provin- 
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cial Departments of Municipal Affairs if 
the books of account of municipalities 
and their associated boards were designed 
to give the information required without 
a tedious analysis at the end of the fi- 
nancial year. The annual statements of 
estimated revenue and expenditures 
should be drawn up along parallel lines. 
The books of account of municipalities 
need not be limited to the scope of the 
manual; they may be expanded should 
additional information or particulars be 
required by councils in the management 
of municipal affairs. 

A condensed or abridged annual re- 
port may be prepared for use by the gen- 
eral public. 

Treasurers and auditors should study 
the instructions issued annually by the 
Provincial Departments of Municipal Af- 
fairs before completing their reports as 
required by the manual. 

As this manual is in the nature of a 
classification of accounts for preparing 
reports to be used by Dominion and Pro- 
vincial Governments, it should be read 
in conjunction with other text books on 
accounts if used in teaching. 


S. C. Scort, F.C.A. 
Torosto, Ontario 


Notes for Audit Staff, by C. H. S. 
Lewis, F.C.A.; published by Gee and 
Co. (Publishers) Ltd., London; pp. 
124; price 9/8 

As stated by the author in his foreword 
this book has been written primarily for 
the use of unqualified audit clerks and is 
not intended to replace any of the recog- 
nized text books. 


The Canadian accountant will prob- 
ably find that his greatest interest in this 
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book is contained in the last 35 pages 
which deal, section by section, with the 
important provisions of the English Com- 
panies Act, 1948 from the auditor's 
point of view. The provisions which 
relate to accounting, auditing, balance 
sheets, profit and loss accounts and con- 
solidated accounts of holding and sub- 
sidiary companies as well as the relative 
schedules to the Act are discussed at 
some length and examples are given at 
the end of the book of balance sheets and 
profit and loss accounts drawn up in ac- 
cordance with the requirements of the 
Companies Act, 1948. This information 
should be of considerable value to the 
Canadian accountant who is preparing 
balance sheets either of English com- 
panies with head offices in Canada or of 
Canadian subsidiary companies which 
will be consolidated with the accounts 
of the parent company in the United 
Kingdom. 

H. C. DBLL, F.C.A. 

Toronto, Ontario 


Accounts and Taxes, Bulletin Number 
21; published by The Bureau of Busi- 
ness Research, College of Commerce, 
University of Kentucky, 1950; pp. 97 


A casual inspection of this publication 
quickly reveals that accountants able to 
attend the forum before which this series 
of lectures was delivered were not wast- 
ing their time. Here is a wealth of up- 
to-date accounting information by ac- 
knowledged authorities. The field cov- 
ered is wide, ranging from specialized 
matters such as practice before the Treas- 
ury Department to general accounting 
problems which concern us all. 

Tax representatives in Canada may 
heed the advice given by Aubrey R. 
Marrs, Head of the Technical Staff, Bur- 
eau of Internal Revenue. He urges dis- 


passionate consideration of all facts, in 
the interest of clients, before disputes are 
brought to litigation — the avoidance 
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of dogmatism and exercise of care in 
envisaging matters as they would appear 
in the final trial. 


William J. Casey, of the Research In- 
stitute of America, Inc., warns that the 
Treasury formula for goodwill valuation, 
with allowance of 10% earning power 
for tangible assets and capitalization of 
the excess profits at 20%, often values 
a business at a figure far above its sale- 
able value. This warning would seem to 
apply equally in Canada. It is forcibly 
argued that the existence of a market 
quotation, which avoids use of the Treas- 
ury formula and thus holds the value 
down for estate duty purposes, is evi- 
dence of a liquidity which in actual fact 
must increase the value as compared with 
unquoted stocks. 

On more general matters George S. 
Allen of the Harris Trust and Savings 
Bank tells accountants what bankers seek 
from their reports. Bankers are appar- 
ently at a loss to decide to what extent, 
in individual cases, the accountant may 
be relied on as having measured up to 
general professional standards. They 
fear the stereotyped nature of the ac- 
countant’s report. This fear is, perhaps, 
understandable when it is realized that 
down to the beginning of the last war, 
many accountants in the United States 
still gave certificates which, in effect, 
guaranteed the correctness of balance 
sheets without any “opinion” qualifica- 
tion. 

Mr. Charles J. Gaa of the University 
of Illinois discusses the accounting needs 
of small businesses, and W. A. Paton of 
the University of Michigan and Carmen 
G. Blough, American Institute of Ac- 
countants, wind up the series with con- 
sideration of current accounting prob- 
lems. W. A. Paton in his inimitably 
breezy and rousing manner challenges ac- 
counting concepts of long standing. His 
particular subject is the use of account- 
ing data in economic analysis and he 
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states that accountants are the micro-econ- 
omists, thinking in terms of individuals, 
as contrasted with the economists who 
deal with aggregations. As concepts re- 
quiring some revision he mentions the 
minimization of assets, the almost un- 
varied use of the “cost” basis, and the 
rule that an asset must never be written 
up except by realization. With infec- 
tious enthusiasm he states the case for 
re-statement of fixed assets in terms of 
current dollars with consequent adjust- 
ment of the charge against profits for 
depreciation. Pointing out that at least 
70% of facilities in the United States 
were acquired before World War II, he 
claims unequivocally that tax deduction 
allowance for depreciation based only on 


Obituaries 





Jean-Paul Gauthier 

It is with deep regret that the Institute 
of Chartered Accountants of Quebec an- 
mounces the sudden death of Mr. Jean-Paul 
Gauthier, honorary secretary-treasurer of the 
Institute, in his 43rd year. 

Born in Montreal on March 12, 1908, Mr. 
Gauthier took the commercial course at 
Collége St-Laurent after which he attended 
Ecole des Hautes Etudes Commerciales, where 
he obtained his Licencié em sciences commer- 
ciales degree in 1927. He subsequently en- 
tered the firm of LaRue and Trudel, Chartered 
Accountants, and after passing the final ex- 
amination was admitted to membership on 
June 25, 1929. At the time of his death, he 
was a partner in the firm of Messrs. Chartré, 
Samson, Beauvais, Gauthier & Cie. 

Before his election to the office of honorary 
secretary-treasurer, Mr. Gauthier served on the 
Council of the Institute for several years and 
acted on numerous committees, both Domin- 
ion and Provincial. Always keenly interested 
in tuition and examinations, he lectured at 
I’Ecole des Hautes Etudes Commerciales de 
Montréal for many years, and represented the 
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pre-war values is a confiscation of cap- 
ital. He logically advises that account- 
ants should give up encouraging the pub- 
lication of comparative statements over 
a period of years, since they cannot in- 
dicate true comparability. Carmen G. 
Blough deals with problems connected 
with the LIFO valuation of inventories 
and also with the difficulties of account- 
ing for pensions. Contracts for pen- 
sions such as those recently entered into 
by the steel and automotive industries 
in the United States pose problems of 
such magnitude as will surely become of 
ever-increasing significance for the ac- 
countancy profession. 
KENNETH F. ByrD, A.C.A 
McGill University 


Institute on the Jury of the School from 1937 
to 1940. From 1946 to the date of his 
death, he was a member of the Institute's 
Board of Examiners and for many years acted 
as the representative of Council on the 
Executive Committee of the Students’ Society. 
Mr. Gauthier was a member of the Institute 
for 21 years, during which time his services 
in the interests of the Institute and the pro- 
fession were able and outstanding. 

To his widow, daughters and son, the mem- 
bers of the Institute extend their heartfelt 


sympathy. 


Ernest R. Robitaille 

The Institute of Chartered Accountants of 
Quebec announces with deep regret the death 
of Ernest R. Robitaille, at the age of 62 
after a short illness. 

Well known and respected in the profes- 
sion, Mr. Robitaille was a former member of 
the Corporation of Public Accountants of the 
Province of Quebec and at the time of his 
death was practising alone. 

The members of the Institute offer thei: 
sincere sympathy to his widow and family. 








Professional Notes 





D.A.C.A. 

The Dominion Association of Chartered 
Accountants has published notice that it will 
make application to Parliament at the present, 
next or following ensuing session for an Act 
amending its Act of Incorporation by changing 
its name to “The Canadian Institute of Char- 
tered Accountants”. 


ALBERTA 
Calgary Chartered Accountants Club 


The regular monthly luncheon of the Cal- 
gary Chartered Accountants Club was held at 
the Palliser Hotel on Friday, January 5, 1951. 
The guest speaker was Mr. W. W. Smith, 
C.A. who spoke on certain auditing proced- 
ures currently followed in the United States 
but not yet adopted in Canadian practice. 
Mr. J. G. Simonton, C.A., president of the 
club, introduced the successful candidates in 
the recent final examinations. 


Mr. George A. Young, C.A. announces the 
removal of his office to 220 Sherlock Bldg., 
Lethbridge, Alta. 


BRITISH COLUMBIA 


Mr. W. G. Briggs, C.A. has announced 
the dissolution of his partnership with Gun- 
derson, Stokes, Peers, Walton & Co., Char- 
tered Accountants, and the opening of an 
office for the practice of his profession at 
the Bank of Nova Scotia Bldg., Granville at 
Davie St., Vancouver. 


Messrs. Richard C. Field, C.A. and Robert 
J. Taylor, C.A. announce the, admission to 
partnership of Mr. Robert T. McKean, C.A. 
Henceforth they will carry on the practice 
of the profession under the firm name of 
Richard C. Field & Co., Chartered Account- 
ants, with offices at 612 View St., Victoria. 


A. P. Gardner & Co., Chartered Account- 
ants, 1118 Melville St., Vancouver, announce 
the admission to partnership of Mr. Alfred 
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L. Bell, C.A. and the establishment of an 
office in Prince Rupert. 


MANITOBA 
Geo. A. Touche & Co., Chartered Account- 
ants, 356 Main St., Winnipeg, announce the 
retirement of Mr. John Parton, F.C.A. from 
partnership in the firm. Mgr. Parton will 
continue to be associated with the firm as 
consultant. His successor as senior partner 
in charge of the Winnipeg office will be 

Mr. W. D. M. Stewart, C.A. 


ONTARIO 
Mr. Louis I. Powell, C.A. announces the 
removal of his office to 49 Camden St., 


Toronto. 
e a se 


Mr. Nathan Stein, C.A. announces the 
admission to partnership of Mr. Bernard 
Kurtz, C.A. Henceforth practice of the pro- 
fession will be conducted under the firm 
mame of Stein, Kurtz & Co., Chartered Ac- 
countants, with offices at Ste. 441, 73 Ad- 
elaide Sx. W., Toronto. 


Ampleford, Craig & Co., Chartered Ac- 
countants, announce the removal of their of- 
fices to 12th Fir., Toronto Daily Star Bldg.. 
80 King St. W., Toronto. 


Messrs. Reginald H. Langlois, C.A. and 
Ralph R. Atkinson, C.A. announce the for- 
mation of a partnership for the practice of the 
profession under the firm name of R. H. 
Langlois & Co., Chartered Accountants, with 
offices at 15 Toronto St., Toronto. 


Mr. Frank D. Kemp, C.A. announces the 
admission to partnership of his brother, Mr. 
Harry R. Kemp, C.A. Henceforth their prac- 
tice of the profession will be conducted under 
the firm name of Kemp & Kemp, Chartered 
Accountants, with offices at 9-11 Hydro Bldg., 
New Liskeard. 











Ottawa Chartered Accountants Club 

Mr. Charles Woodsworth, editor of the 
Ottawa Evening Citizen, spoke on conditions 
in Asia at a luncheon of the Ottawa Char- 
tered Accountants Club held Friday, Decem- 
ber 15, 1950. He was introduced by Mr. 
W. Cleary and thanked by Mr. H. T. Aitken. 


Mr. Albert L. Tobias, C.A. announces the 
admission to partnership of Mr. Sidney M. 
Zweig, C.A. Henceforth practice of the 
profession will be conducted under the firm 
name of Tobias, Zweig & Co., Chartered 
Accountants, with offices at 330 Bay St., 
Toronto. 


PRINCE EDWARD ISLAND 

The semi-annual supper meeting of the 
Institute of Chartered Accountants of Prince 
Edward Island was held at the Queen’s Hotel 
on December 6, 1950. Mr. Errol M. Davison, 
C.A. spoke on “Accountants’ Working Pa- 
pers” and various committee reports were 
received. Chairman for the evening was 
Mr. T. Earle Hickey, C.A. 


QUEBEC 
Quebec Students’ Society 
The annual dance of the Quebec Students 
Society was held at the Windsor Hotel, 
Montreal, on December 7. Over 500 people 
were present. 


News of Our Members 


Mr. George Plummer, C.A. (Ont.) has 
been elected president of the Toronto Control 
»f the Controllers’ Institute of America. 


Mr. G. F. Leaver, C.A. (Ont.) has been 
appointed treasurer of the newly-formed Tex- 
tile Fibre Service Ltd. with head offices at 
Toronto. 
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The third dinner meeting of the Society 
was held on December 14 at which time 
Mr. Wilfrid Turcot, C.A. director of the 
Quebec Corporation Tax Service, discussed 
the Quebec Corporation Tax Act. Mr. R. 
G. Bremner acted as chairman of the meet- 
ing and Mr. Peter Leggat thanked the speaker. 


Mr. Gerald M. Hawthorn, C.A. has been 
appointed first vice-president of the Institute 
of Chartered Accountants of Quebec to re- 
place Mr. G. P. Keeping, C.A. who was trans- 
ferred to the Toronto branch of his firm. 


Deloitte, Plender, Haskins & Sells, Char- 
tered Accountants, announce the removal of 
their offices to 275 St. James St. W., Mont- 
real. 


SASKATCHEWAN 


W. G. Smith, F.C.A., was guest speaker 
at the Regina Chartered Accountants’ monthly 
luncheon held at the Assiniboia Club on 
Wednesday, January 10. Mr. Smith reported 
on the Fourth Tax Conference of the Cana- 
dian Tax Foundation which was held at To- 
ronto in December and also outlined the ob- 
jects of the Tax Foundation. Mr. R. H. 
Hayward of the Income Tax Department was 
a guest at the luncheon. Successful candidates 
in the recent examinations were introduced. 


Mr. John A. Wilson, F.C.A., (Ont.) ad- 
dressed the Kingston Rotary Club luncheon 
on December 7 on the profession of char- 
tered accountancy. 


Mr. John Walsh, C.A. (Ont.) was a re- 
cent guest speaker at the Rotary Club of 
Gananoque. 


ne Re 








Results of October 1950 Examinations 





ALBERTA 


Final 

Passed: Adams, D. A.; Adamson, E. W. B.; 
Affleck, G. H.; Baker, J. E.; Bowhay, R. 
W.; Brandell, D. L.; Brooks-Avey, R. W.; 
Dalsin, B. T.; Devine, J. W.; Fallis, A. T.; 
Fish, J. R.; Geddes, Eric; Giles, R. L.; 
Halford, T. G.; Kelcher, H. M.; Lindskog, 
H. V.; Litchfield, B. K.; Logan, G. J.; 
Mair, F. J.; Maxwell, W. E.; Muirhead, 
Alexander; Mundy, T. A.; Ogilvie, D. P.; 
Robinson, G. J.; Taylor, G. A.; Tippitt, F. 
H.; Walls, C. E.; Welsh, D. W.; Wright, 
E. &. 


Granted Supplementals: Bennett, H. A.; 
Cardiff, K. C.; Fraser, H. L.; Gibson, D. A.; 
Gray, D. C.; Grier, D. J.; Howard, W. C.; 
Mackintosh, I. A.; Mainwood, E.; McElroy, 
D. K.; McKinnon, W. R.; Morton, Ronald; 
Newborn, D. W.; Rollins, S. B.; Simpson, 
W. B.; Sommerville, G. Y.; Steele, J. R.; 
Stilling, E. C.; Williams, G. G.; Wilson, 
James. 

Prizewinner: Institute Prize—R. W. Brooks- 
Avey. 


Intermediate 


Passed: Askin, W. E.; Aydroyd, James L.; 
Beaton, J. E.; Carroll, L. H.; Cochrane, H. 
W.; Gardner, D. I.; Grant, T. H.; Hogan, 
J. A.; Hutchings, J. L.; Kaufman, S. R.; 
McIntyre, C. W.; Marshall, W. D.; Mor- 
rison, C. V.; Moulding, D. A.; Newborn, 
K. S.; Parkyn, R. M.; Paugh, R. D.; Powell, 
N. F.; Quinn, K. W.; Ramsay, A. D.; 
Roberts, E. R.; Sadleir, J. L.; Saggen, G. S.; 
Webster, G. B. 


Prizewinner: Institute Medal and prize—J. 
L. Hutchings. 


Primary 
Passed: Adams, M. S.; Card, D. L.; Clark, 
Z. D.; Clelland, W. F.; Fecto, R. J.; Milne, 
F. W.; Steele, D. F.; Stewart, A. D.; Strong, 
D. W.; Timmins, R. L.; Warne, D. M.; 
Yusda, Edward. 


Prizewinner: Institute Medal and Prize—A. 
D. Stewart. 


BRITISH COLUMBIA 


Final 
Passed: Adam, W. E.; Arthur, J. F.; Bell, 
R. G.; Blades, P. C.; Bodie, R. T.; Clark, 
A. M.; Clerihue, W. R.; Cowan, P. R.; 
Crawford, J. A.; Culver, D. F.; Ellis, R. C.; 
Fleming, T. K.; Flury, L. V.; Foster, R. L.; 
Granger, D. F.; Hogan, T. A.; Hofstrand, 
C. W.; Hollingshead, W. R.; Horne, D. C. 
R.; Howard, I. H.; Humphrys, C. M.; Hur- 
ford, F. W.; Jermain, R. L. V.; Lane, W. 
R.; Link, E. R.; Milne, R. H.; Macdonald, 
A. R.; McDougall, Robert; McKean, R. T.; 
McKenzie, F. K.; Oughton, W. B.; Powis, 
T. E.; Ridgway, L. G.; Robinson, D. A.; 
Ross, D. A.; Rushton, M. R.; Sinclair, A. 
F.; Stanford, S. E.; Thomas, J. B.; Under- 
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hill, Peter; Waldron, W. K.; Wallbaum, 
H. R. C.; Young, D. A. 


Granted supplementals: Brooks, L. D. G.; 
Cruickshank, D. G.; Dyke, C. D. L.; Ellis, 
R. L.; Fahrni, G. O.; Homenuk, W. C.; 
Mylett, P. V. 


Prizewinner: B.C. Institute gold medal for 
highest standing in B.C. in final examina- 
tion—H. R. C. Wallbaum. 


Intermediate 
Passed: Ackley, G. H.; Adam, A. L.; An- 
derson, D. M.; Bedggood, D. G.; Blake, 
I. S.; Bramley, J. H.; Brown, J. R.; Burnett, 
W. F.; Claxton, A. H.; Corkish, J. F.; 
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Court, R. A.; Curry, R. G.; Dobbin, L. P.; 
Docherty, J. S.; Dodd, A. P.; Downey, E. 
A.; Dunlap, W. C.; Estock, J. J.; Foster, 
W. M.; Gardiner, J. G.; Gilbey, K. E.; 
Jewell, G. T.; Kay, A. C.; Matheson, W. 
D.; Moreton, G. K.; Moul, G. E.; Munro, 
D. A.; Murray, A. M.; Nicholl, R. G. C.; 
Parker, J. F. W.; Paterson, Christopher; 
Pek, Michael; Philley, H. P.; Quelch, J. T.; 
Richards, H. J.; Richards, M.; Sprinkling, 
P. H.; Trerise, E. J.; Trusler, W. X.; Wall, 
R. G.; Whittall, H. V.; Wilkinson, J. W.; 
Woods, Bernard. 

Prizewinner: B.C. Institute silver medal for 
highest standing in B.C. in intermediate 
examination—A. M. Murray. 


Primary 
Passed: Aldridge, Wm.; Avis, S. F.; Barclay, 
J. C.; Baynton, K. F. Y.; Bennett, L. K.; 
Blake, S. K.; Brooker, G. H.; Campbell, 
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H. R.; Carson, D. J.; Cliff, R. L.; Christian, 
C. W.; Dewar, R. P.; Elliott, Gordon; Eric- 
son, A. H.; Field, R. I.; Gillon, A. R.; 
Gluska, Wm.; Goodwin, J. R.; Grant, A. 
A.; Granger, R. F.; Greaves, R. G.; Heron, 
R. L.; Hewitt, P. T.; Hodge, R. E.; House. 
W. H.; Jacobs, M. E.; Jones, D. H.; Kaye. 
F. D.; Laban, C. V.; Lindow, J. E.; Long- 
muir, A. E.; Martin, V. E. J.; Miller, N. 
J.; Miller, A. D.; Misener, W. J.; Mulligan, 
G. H.; McCarten, D. F.; McDonald, J. B 
L.; McFarlane, H. E.; McGuire, J. L.; Mc- 
Kay, H. J.; McPherson, J. D.; McNicol, L 
H.; Neid, T. A.; Oswald, J. G.; Park, R. 
W.; Potts, D. H.; Rolfe, D. R. L.; Root, 
L. P.; Rowley, J. F.; Runkle, Peter; Sand- 
berg, C. E.; Seabrook, R. W.; Shellard, C. 
K.; Sinclair, J. A.; Smith, W. J.; Smith, R. 
C.; Snelgrove, G. R.; Soderling, C. S.; 
Sproule, W. D.; Stevens, H. F.; Taylor, A. 
L.; Tupper, W. J.; Westfall, L. N. 


MANITOBA 


Final 

Passed: Anderson, G. A.; Ball, R. S.; Bar- 
ber, W. R.; Batchelor, T. J.; Chalmers, J. 
N.; Chambers, J. A.; Chant, L. H.; Crowe, 
(Miss) O. M.; Davy, R. R.; Dunsmore, W. 
O.; Goodman, R. G.; Hershfield, S. H.; 
Hughes, J. R.; Hunter, Gordon; Irvine, A. 
E.; Johnson, M. G.; Kerr, G. C.; Konantz, 
W. G.; McCuaig, M. H.; McFadden, E. H.; 
McPherson, J. L.; Mace, J. A.; Mackie, A. 
D.; Monk, P. N.; Parsons, S. J.; Peirson, 
C. R.; Seifred, E. J.; Sexsmith, Ivan K.; 
Spearin, C. J.; Wachal, J. C.; Wheeler, D. 
H.; Winiarz, E.; Wooster, G. A. 


Granted Supplementals: Bromberg, W.; Mc- 
Meekin, R. E.; Tooley, A. M.; Guttormson, 
M. G.; Kohnan, P. P.; Reid, D. A. 
Prizewinners: 1st Prize of $100.00—David 
Stone. 


2nd Prize, of books — Stanley Rohatynski 


Intermediate 


Passed: Banner, T. B.; Barnes, J. K.; Beatty, 
J. H.; Black, J. M.; Boughner, A. E. C.; 
Brown, J. O.; Campbell, E. C.; Ching, T 
F.; Cobb, Douglas; Cotsworth, J. B.; Duns- 
more, F. R.; Ferns, D. C.; Fewings, W. R.. 
Fingold, Nathan; Fogg, E. W.; Forrester, 
P. R.; Hayward, R. J.; Krepart, V. E. 
Levenstein, Robert; McAlduff, J. D.; Mc- 
Ardle, J. J.; McConnell, D. M.; Meyers 
Ronald; Rennie, W. W.; Rombough, Bart- 
lett; Stibbard, K. S.; Wilson, R. H.; Wood 
G. D.; Ziprick, W. K. 

Prizewinner: The W. A. Henderson silver 
medal and the Institute Scholarship of $50— 
James B. Cotsworth. 


NEW BRUNSWICK 


Final 
Passed: Harper, J. H.; Lenihan, J. F. 
Granted Supplemental: Adair, A. P. 


Intermediate 
Passed: Steves, G. H.; Millie, T. E.; Waldin, 


G. M.; Girdwood, G. G.; Brooks, M. S. 


Primary 
Passed: Bell, R. M.; Clark, R. E.; Stevens, 
P. M.; Robidoux, E. A.; Baker, R. J.; Noble. 
R. B.; Couturier, C. E. 
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NEWFOUNDLAND 


Final 
Granted Supplementals: Penney, F. G.; Reyn- 
olds, J. A. 


Intermediate 
Passed: Earle, C. W. 


NOVA SCOTIA 


Final 
Passed: Cunningham, J. T.; Haugn, Q. A.; 
Kenney, S. A.; Moore, J. R.; Murray, G. M.; 
Veno, H. H. 
Granted Supplementals: Bishop, B. W.; Kel- 
ley, H. V.; Parsons, A. W. C.; Sarty, A. W. 
Prizewinner: Institute prize for highest 
marks — S. N. Inkpen. 


Intermediate 


Passed: Butler, A. H.; Creighton, B. S.; 
Field, R. E.; Finley, R. A.; Flewwelling, 


R. G.; Hill, F. J.; Hocking, W. A.; John- 
son, G. H.; Jost, E. A.; Kaulback, J. R.; 
King, C. A.; MacKinnon, L. J.; Pitman, 
M. L.; Robertson, R. A.; Wilburn, E. C. 

Granted Supplementals: Cameron, R. V.; 
Giles, R. C.; Jessen, A. H.; Twohig, E. W. 


Primary 
Passed: Condon, H. M.; Conrod, R. W.,; 
Currie, D. K.; Doane, G. L.; Gordon, W. 
E. R.; Hiltz, G. J.; MacNiel, N. A.; Mader, 
K. A.; Shott, G. C. 


ONTARIO 


Final 
TORONTO 


Passed: Abrey, V. C.; Armstrong, David; 
Arner, R. C.; Ashworth, G. V.; Atkinson, 
R. R.; Beacom, W. R.; Bennett, J. G. L.; 
Beaumont, R. H.; Boynton, R. L.; Brown, 
J. G.; Bull, I. E.; Caldwell, T. R.; Camp- 
bell, D. G.; Clarkson, C. B.; Conmee, G. 
C.; Copeland, D. L.; Curran, W. V.; Cox- 
ford, S. H.; de la Franier, R. L. W.; Diren- 
feld, Edel C.; Dodd, Ernest; Down, S. T.; 
Dowton, H. G.; Duggan, P. J. J.; Fields, 
D. B.; Fisher, Ralph; Funk, H. J.; Garden, 
C. G.; Gourley, R. A.; Greenspan, A. E.; 
Hallam, Colin; Harpur, G. A.; Harris, M. 
G.; Hazlitt, H. S.; Henderson, G. W.; Hen- 
derson, MacK. D.; Hills, R. D.; Holliday, 
A. L.; Holmes, G. F.; Hooper, J. V.; How- 
son, J. B.; Isaac, G. E.; Isman, Sidney; 
Keedwell, D. R.; Kerzner, Joseph; Kurtz, 
B. C.; Laing, A. D.; Latta, K. R.; Lewis, 
J. M.; MacDonald, F. L.; McCleery, J. A.; 
McDowell, J. C.; McKay, L. F.; McKee, 
J. A.; McPhie, D. N.; Magee, C. B.; Mason, 
H. C.; Miller, P. P.; Miller, W. R. P.; 
Milne, W. S. S.; Mintz, Irwin; Morin, D. 
B. J.; Mullen, J. E.; Munro, G. H. D.; 


Nelson, W. K.; Nisker, H. A.; O'Brian, J. 
A.; O’Keefe, C. J.; Olynyk, Michael; Palin, 
G. W.; Pelman, B. T.; Robertson, F. G.; 
Rushbrook, E. D.; Ryan, J. P.; Shaughnessy, 
L. J.; Sheppard, G. J.; Smith, E. A.; Smith, 
Johnston; Smith, L. E.; Smith, S. R.; Sone, 
S. S.; Starkman, M. H.; Starr, Nathan; 
Steep, R. J.; Takimoto, A. S.; Taylor, J. 
D.; Thompson, A. K.; Thomson, W. A.; 
Ticknor, R. W.; Tinston, D. N.; Turnbull, 
J. S.; Venn, A. S.; Walker, J. K.; Webster, 
G. A.; Weinstein, W. R.; Winter, W. S.; 
Wolman, F. W.; Yeo, E. W.; Young, J. 
A.; Zweig, S. M. 


OUTSIDE TORONTO 


Passed: Wheatley, B. E.; Jennings, W. J.; 
Stephens, F. I.; Riley, W. J.; Hartwell, J. A.; 
Taylor, D. E.; LeCocq, R. B.; Reedhead, 
R. E.; Bell, D. S.; Connell, P. F.; Mitchell, 
A. B.; Nopper, R. E.; Myles, K. G.; Burns, 
B. H.; Gillies, D. C.; Anderson, K. W.; 
Knighton, R. A.; MacFarlane, D. A.; Perl- 
mutter, Herbert; Rankin, M. R.; Wright, 
R. G.; Kemp, H. R.; Howe, J. E.; Backus, 
J. R.; Bounsall, A. G. D.; Davis, A. F.; 
Frazer, W. W.; Humphrys, R. B.; Jodoin, 
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H. E.; Landau, I. L.; Otton, C. E.; Simpson, 
C. R.; Storey, D. L.; Surgenor, R. W.; 
Wilson, D. G.; Aman, G. R. G.; Cox, H. 
M.; Wormald, K. F.; Blewett, W. C.; Trethe- 
wey, G. E.; Bellamy, L. A.; Austen, R. B.; 
Clemens, J. B.; Duns, G. A.; Grainger, A. 
M.; Hendershott, L. M.; McWade, J. G. E.; 
Roberts, M. E.; Seaton, M. R.; Winlaw, J. C. 


Granted Supplementals: Adamson, John; An- 
drew, D. R.; Bailey, Wm. J. L.; Baker, Al- 
vin; Best, P. E.; Canden, T. R.; Carr-Harris, 
P. G.; Chapman, Bernard; Cole, M. S.; 
Cookson, J. A. S.; Ellison, N. F.; Holiff, 
Morris; Jones, W. K.; Lewis, R. D.; Mac- 
Dougall, H. S.; McArthur, J. R.; McClel- 
land, Donald; McDougall, W. E.; McIntosh, 
A. M.; McMillan, D. R.; Marcus, Archie; 
Mendelson, Sidney; Morrison, D. P.; New- 
ton, J. C.; Patterson, R. F.; Peirol, Alfred; 
Pomes, A. J.; Reid, G. J.; Rennie, C. S.; 
Rine, Samuel; Robinson, T. G.; Soren, Al- 
bert; Trickey, A. G.; Wagman, William; 
Weicker, D. S.; Wilson, H. V.; Wren, L. 
G.; Yuffy, Henry. 


OUTSIDE TORONTO 


Granted Supplementals: Perrott, D. B.; 
Pomerlan, Murray; Prangley J. G.; Ray, 
R. J. B.; Robertson, D. R.; Robinson, E. A.; 
Simpson, L. A. C.; Tomsich, J. F.; Uffel- 
man, P. H. 


Prizewinners: D.A.C.A. prize for second 
highest standing in Canada — J. K. Walker 
(tie). 

Ontario Institute Gold Medal and Prize — 
J. K. Walker. 

Special $100 Prize to Ex-Servicemen — 
D. L. Storey. 

George Edwards Prize (Accounting I, II 
and III) — C. B. Magee. 

W. T. Kernahan Prize (Auditing I and 
II) — Gordon W. Palin. 

E. R. C. Clarkson Prize (Auditing III) — 
D. B. J. Morin. 


Intermediate 


TORONTO 


Passed: Aldred, J. C.; Allen, J. A.; Apple- 
ton, R. G.; Armes, P. M.; Barrett, L. J.; 
Beare, J. M.; Behan, W. F.; Bennett, R. F.; 
Beynon, F. E.; Black, D. G.; Blake, R. R.; 
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Bowers, A. G.; Brown, H. A.; Burch, F. 
W.; Butler, G. R.; Cannon, K. M.; Car- 
ruthers, J. B.; Carter, S. O.; Cockburn, 
G. A.; Colgate, B. J.; Cooper, J. W.; Con 
way, C. M.; Crandell, A. J.; Critchley, W. 
A.; Dickenson, A. T.; Dickey, R. E.; Dv- 
berry, R. J.; Elrick, K. E.; Fagg, E. A. EB; 
Feldstein, M. W.; Fisher, Oscar; Foster, G. 
W.; Friedman, Eli; Gilkinson, V. S. J.; 
Godfrey, G. E.; Goodwin, J. E.; Green, H. 
A.; Greenbloom, Paul; Greene, W. D.; Hall, 
A. D.; Hall, J. T.; Hardacre, W. O.; Hardie, 
G. E.; Harris, H. M.; Harvey, J. D.; Hauch, 
R. W.; Hawkins, M. C.; Hill, D. D.; Hoar, 
H. A.; Houser, Marvin; Hurst. F. W.,; 
Innes, T. L.; Iron, John; Jackson, R. R.; 
Johnston, R. A.; Keefe, A. C.; Kirk, H. J.; 
LaPrairie, R. T.; Levenstein, Lawrence; 
Levita, M. E.; Lewars, J. D.; Linn, K. G.; 
Linton, R. W.; McCamus, J. E.; McCarten, 
S. C.; McClelland, J. A.; McDermott, E. 
P.; McDonald, W. R.; McFadden, J. S.: 
McFarlane, A. N.; MacFie, C. A.; McGee, 
C. R.; McIntosh, S. A.; McIntyre, George; 
McKibben, Arthur; McLeod, G. D.; Mc- 
Leod, J. N.; MacMillan, I. G. A.; Midghall, 
R. B.; Mix, R. M.; Moorehead, W. A.; Mor- 
ton, R. C.; O’Brien, Terence J.; Ostofichuk, 
Michael; Paton, D. S.; Phippen, J. G.; 
Pringle, H. D.; Pugh, E. J.; Rabinowitz, 
Louis; Ralph, W. J. M.; Resnick, Donald; 
Reynolds, R. J.; Rice, C. A.; Richardson, 
T. A.; Risman, Frank; Roth, W. W.; Roth- 
well, M. R.; Rowan, A. R.; Ryan, J. P.; 
Saint, N. C.; Salkovitch, Leonard; Sauro, 
Olindo; Scott, D. C.; Scott, J. K.; Scott, J 
W.; Sellers, A. F.; Shantz, D. A.; Shafman, 
H. M.; Shapiro, V. R.; Sherk, C. E.; Sher- 
man, Percy; Sherman, T. I.; Sinclair, W. 
T. O.; Smith, Earl; Smith, R. J.; Snowbell, 
Harvey; Sprackman, Joseph; Starkman, Al- 
bert; Strelbisky, Michael; Swan, Philip; 
Tate, W. C.; Teplitsky, Harry; Thompson. 
A. E. J.; Thompson, V. J.; Turk, Harry; 
Tyson, T. F.; Vetzal, Roy; Walling, J. W. 
H.; Wardell, Gerald; Wardle, W. H.; Wat- 
son, W. T.; Wolfish, Meyer; Woods, Ken- 
neth S.; Woodcock, L. E.; Yule, A. E. W.; 
Zoberman, Albert. 


OUTSIDE TORONTO 


Passed: Pocock, D. F.; Kime, W. E.; Bat 
tler, J. I.; Partridge, A. R.; White, E. M.: 
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Results of October 


Robinson, N. B.; White, G. H.; Ducharme, 
L. A.; Thompson, G. H.; Luce, C. L.; Mit- 
chell, G. E.; Cooke, R. W.; Crawford, J. A.; 
Darby, W. A.; Hassal, M. A.; Pym, S. G.; 
Russell, R. D.; Swing, W. F.; Taylor, J. B.; 
Moran, J. J.; Benson, Edgar J.; Campin, 
B. G.; Lloyd, K. A.; Maybee, N. W.; Sin- 
clair, D. M.; Warren, J. O.; Butler, W. L.; 
Morgenroth, L. J.; Scully, D. W.; Shepard, 
A. B.; Smith, R. D.; Thomson, J. R.; Cald- 
well, J. W. R.; Doig, W. G.; Gryschuk, 
W. N.; Murphy, N. P.; Robb, D. B.; Rob- 
inson, J. F.; Seadon, V. G.; O'Halloran, W. 
J.; Aisenberg, Sydney; Carlyle, J. K.; Day, 
F. S.; Hurd, K. G.; Kirby, D. A. S.; Orser, 
H. T.; Proctor, H. C.; Putterman, Bernard; 
Shuttleworth, D. N.; Stephen, A. M.; Stotes- 
bury, M. J.; Thomas, L. G.; McDonald, E. 
A.; Walker, B. E.; John, H. G.; Stockwell, 
G. M.; Lyttle, W. A.; Rogers, C. L.; Tes- 
sier, C.C.; Reinhart, R. W. J.; Milne, F. 
L.; Craggs, J. E.; Graff, K. W.; Lescombe, 
K. R.; Simpson, H. G.; Levesque, R. R. 


Prizewinners: D.A.C.A. Silver Medal for 
highest standing in Canada — J. E. Good- 


win. 


Ontario Institute First Prize — J. E. 
Goodwin. 

Ontario Institute Second Prize — E. J. 
Benson. 


George A. Touche & Co. Active Ex-ser- 
vicemen’s Prize — C. M. Conway. 


Primary 

TORONTO 
Passed: Adams, E. C.; Ainslie, D. J.; Alex- 
ander, H. H.; Allan, J. M.; Barrett, Murray; 
Bell, R. D.; Bodley, J. D.; Bogart, E. C.; 
Brodie, R. J.; Buckstein, D. E.; Caron, J. 
R.; Caulfield, E. M. S.; Clayton, W. T.; 
Collins, W. B.; Cooke, W. A.; Craig, K. 
R.; Crang, Frederick J.; Crase, W. M.; 
Day, K. R.; Dean, R. R.; Dilworth, A. J.; 
Dixon, S. A.; Eisen, S. H.; Fisher, E. N.; 
Fisher, M.; Fox, Sollie; Freeman, H. M.; 
Gibbons, J. G.; Gillespie, J. R. W.; Glicks- 
man, M. H.; Golan, R. A.; Gould, Seymour; 
Goulding, D. L.; Green, E. W. H.; Greg- 
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ory, W. A.; Gurofsky, Bernard; Hadden, 
F. J.; Harris, Lawford M.; Henderson, S. 
W. E.; Hillis, T. G. 1.; Holland, J. B., 
Hodge, R. A.; Hyde, P. K.; Jackson, N. J 
E.; Jago, J. W.; Johnston, K. G.; Kane, J. 
G.; Kelly, G. A.; Kenning, R. T.; Kerr, J. 
W.; Krane, J. D.; Krigstin, Myer; Lake, 
L. N.; Lando, A. M.; Lerner, Reuben; 
Lishewitz, Sollie; MacKenzie, M. A.; Mac- 
Lellan, Stewart; McCullagh, W. R.; Mc- 
Geachie, J. A.; McNair, D. K.; Madeley, R. 
J.; Mandel, Arnold; Melville, W. G.; Mii- 
len, L. J.; Mondrowitz, W. H.; Mortfield, 
Louis; Norton, W. J.; Parr, Edward; Payne, 
A. C.; Penny, W. F.; Perlman, M. W.: 
Peters, Alan; Prowse, D. F.; Randall, L.; 
Reeve, A. W.; Roher, M. J.; Rose, A. J.; 
Ross, M. W.; Scott, A. N.; Scottie, Michael; 
Seed, J. A.; Sheldon, D. L.; Shields, H. J.; 
Shniffer, A. B.; Sinclair, D. B.; Soble, J. J.; 
Stal, Albert; Stones, J. W.; Sussman, J.; 
Thomson, J. W.; Tyndall, D. W.; VanNet- 
ten, John; Wagman, Sydney; Ward, K. H.; 
Weiss, Mortimer; White, G. R.; Williams, 
D. A. J.; Wilson, Eric; Wilson, S. W., 
Wiseberg, Leonard. 


OUTSIDE TORONTO 


Passed: Baker, H. E.; Stevenson, T. A.; 
Agnew, R. E.; Marshall, R. J.; Hook, E. 
W. B.; Callander, W. D.; Jepson, W. F.; 
Wimbush, H. A.; Fairfield, J. J.; Cook, J. 
M.; Harkness, A. J.; Neale, R. R.; Perrin, 
D. E.; Parker, C. A.; Miller, J. W.; Hark- 
ness, H. C.; Bish, R. P.; Brock, W. J.; Pen 
nington, R. E.; McLean, D. L.; Burley, 
D. W.; Stockdale, J. E.; Stinson, D. B.; 
Byrne, D. J.; Connelly, E. C.; Hall, D. C.; 
Morris, John H.; Munro, G. S.; Shouldice, 
R. C.; Smith, J. B.; Naish, J. A.; Seal, E. 
R.; McBride, J. G.; McLachlan, M. R.; 
Whittingham, W. L.; Dowding, R. B.; 
Lewis, G. H.; Mangotich, C. Y.; LaRocque, 
L. L.; Gagnon, B. E.; Dahmer, R. C.; Jones, 
C. G.; McAuliffe, W. F.; Nightingale, T. I 
Prizewinners: Ontario Institute First Prize 
— D. K. McNair. 

Ontario Institute Second Prize — Ralph 
Neale. 
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PRINCE EDWARD ISLAND 


Final 
Granted Supplemental: Garrett, A. J. 


Intermediate 
Passed: Forsythe, H. A.; Williams, H. G. 


Granted Supplemental: Robertson, W. A. 


Primary 
Passed: Dennis, G.D. 


QUEBEC 


Final 

Passed: Arbour, Gerald; Ashworth, D. J.; 
Aust, E. G.; Beaudoin, J. C. A. R.; Beckett, 
T. W.; Bell, Phil; Borlase, J. O.; Boyle, 
G. P.; Buckingham, R. G.; Campbell, G. D.; 
Charette, Guy; Cordell, A. H.; Coristine, 
J. P.; Dargensio, J. A.; Dion, C. L.; Dolden, 
A. C.; Dubord, Paul; Farbstein, Leon; Filia- 
trault, J. W. M. V.; Fiset, R. A.; Flight, 
Francis; Friedman, Rubin; Gingras, G. J.; 
Ginsberg, Morris; Green, G. W.; Green, 
R. A.; Grier, P. W.; Hébert, Raymond; 
Hogg, J. D.; Hubley, L. G. W.; Janson, 
Mrs. J.; Johnston, W. N. J.; Lemire, L. R.; 
Madras, Abraham; Meldrum, S. W.; Morri- 
son, G. C.; Morrison, N. R.; Newman, E. J.; 
Paton, J. D.; Perrier, A. J.; Pinkus, Paul; 
Poirier, J. R. A.; Raphael, Sidney; Rennie, 
D. F.; Ronis, Theodore; Rosenfeld, Hyman; 
Rudy, A. A.; Shapiro, S.; Shapiro, Sidney; 
Sherman, Solly; Shinder, H. M.; Sillers, D. 
M.; Sterling, I. R.; Stewart, K. J.; Struzer, 
H. P.; White, Miss D. B. 


Ecole des Hautes Etudes Commerciales de 
Montreal: André, Marcel; Bastien, Marcel, 
Bonin, Pierre; Bouvier, Gérard; Bricault, 
Guy; Brosseau, Raymond; Carriére, Jéréme; 
Desroches, André; Dextras, Jean; Frenette, 
Marcel; Gaudreau, Jean; Gauthier, Roland; 
Huard, Jacques; Lacasse, Raymond; Lali- 
berté, Jean-Guy; Lanoix, Maurice; Laroche, 
Marcel; Laurence, Claude; Légaré, Roger; 
Liboiron, Marcel; Lussier, Gilles; Machabée, 
Jean; Mathieu, Gérald; Morcel, Raymond; 
Normandin, Gilles; Page, L. de G.; Paré, 
Paul-H.; Poirier, Guy; Rolland, Gilles; 
Staines, Richard; Thibault, J.-M.; Tourigny, 
Conrad. 


McGill Licentiate Candidates: Allard, J. E. C.; 
Bell, A. G.; Black, F. G.; Boire, Robert; 
Breitman, Daniel; Carswell, W. D.; Cohen, 


Norman; Cunningham, A. S.; Dion, Paul-E.; 
Edelowitch, Harold; Falconer, W. E.; Finkel- 
stein, Gerald; Gertel, William; Goforth, J. 
D.; Greenfield, Saul; Hamilton, W. M.; 
Holden, A. J.; Holt, Douglas; Janna, L. 
J.; Kluger, L. J.; McCammon, G. A.; Mc- 
Caughey, A. G.; O'Reilly, J. M.; Rennie, R. 
M.; Ross, D. A.; Smith, W. D. H.; Stinson, 
N. C.; Taylor, M. M.; Thomson, G. A.; 
Thompson, J. C.; Vincelli, D. J.; Wilson, 
W. M.; Yaxley, Eric. 


L’Ecole de Commerce de Laval Licentiate 
Candidates: Barry, Pierre; Bergeron, Maurice; 
LaTour, Jean; Martel, Emilien; Mathieu, 
Jean-Pierre; Mercure, Oscar; Tremblay, 
Télesphore. 


Granted Supplementals: Ballantyne, I. A.; 
Banesovitch, Hyman; Boivin, Leon; Cun- 
ningham, J. W.; de Brumath, Jacques; De- 
laney, M. N.; Drummond, David; Fortier, 
Roger; Gagliardi, Victor; Gauthier, Marthe; 
Gauvin, Maurice; Giguére, André; Gingras, 
J. P.; Isenberg, Bernard; Lachance, B. F.; 
Lee, G. R.; Leggat, P. S.; Makinson, Frank; 
McElligott, R. E.; Moore, A. R.; Murphy, 
J. E.; Pope, D. F.; Rabinovitch, Jerry; Ram- 
say, J. M.; Routtenberg, J. D.; Sénécal, Réne; 
Steevie, W. F.; Trudel, Guy; Wolkove, 
Peter. 


Ecoles des Hautes Etudes Commerciales de 
Montreal: Alarie, Raymond; Arnoldi, Paul; 
Bouchard, Guy; Bourgeois, J.; Camu, Mar- 
cel; Cété, Y. A.; Couture, Roger; de Cotret, 
P. R.; Dolbec, G.; Doré, Gilles; Duchesne, 
Raymond; Dulude, R.; Dumais, Bernard; 
Dumais, Bertrand; Guy, P.-Paul; Laflamme, 
P.-E.; Lalonde, B.; Landreville, C. E.; Lan- 
oue, Gérard; Landry, Guy; Leblanc, Ro- 
dolphe; Lorange, Jacques; Maheu, Reynald; 
Ménard, G.; Michaud, P.; Nadeau, Paul; 
Ouellette, H. P.; Ouellette, J. J.; Presseault, 





ee 








Results of October 


Vincent; Provost, Roland; Roy, Robert; St- 
Georges, J. M.; Tulk, Frédéric; Turgeon, 
Gérard; Viau, J. P. 

McGill Licentiate Candidates: Clarke, G. B.; 
Eaves, A. K. L.; Ferrier, I. C.; Gordon, 
Morris; Mather, Renfrew; Morris, G. A.; 
Montgomery, T. R.; Sauvé, M. A.; Shannon, 
W. A.; Tooker, P. A.; Williams, M. O.; 
Wright, L. A.; Zinkewich, Leopold. 
L’Ecole de Commerce de Laval Licentiate 
Candidates: WDorais, René; Giguére, Jean- 
Pierre; LeBoeuf, Paul; Mainguy, Armand. 


Prizewinners: Gold Medal of the Province 
and highest marks in Canada — W. E. Fal- 
coner. 


Intermediate 
Passed: Adams, J. W.; Badnage, A. A.; Bell, 
J. D. C.; Bennett, A. G.; Burke, D. W.; 
Clamer, Herman; Clegg, J. B.; Craig, James; 
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Crockett, D. J.; David, J. E.; DeRosa, John; 
Dickson, F. T.; Ellam, F. B.; Erly, A. K.; 
Fatherman, Bernard; Ferstman, Isadore; Fish- 
man, Peter; Gerstein, Moses; Goat, L. T.; 
Grossman, M. M.; Hannah, T. S.; Harvison, 
J. C.; Henderson, J. M.; Hollinger, D. M.; 
Honigman, Theodore; Kaufman, A. M.; Kay, 
J. J.; Keenan, F. D.; Lanthier, R. R.; Laurin, 
L. K.; Lehberg, J. D.; Louthood, R. S.; 
Mackey, W. C.; Maged, Jack; McBean, R. 
M.; Mignault, C. J.; Moon, Ronald; Moore, 
R. K.; Morrison, D. J.; Nurse, E. P.; Padley, 
D. T. G.; Prinsze, S. R.; Rappaport, Morton; 
Ross, P. L.; Rowe, E. R.; Saccoman, Alfred; 
Schneiderman, Harry; Schwartz, Joe; Simon, 
A. L.; Smith, J. G.; Soroka, Abraham; Sten- 
del, Dave; Stevens, R. A.; Touchette, Marcel; 
Tzventarny, Albert; Veinish, H. M.; Wal- 
dron, T. S.; Whitley, R. K.; Wiseman, Jack. 
Prizewinners: Silver Medal — Highest Marks 
in the Province — R. R. Lanthier. 


SASKATCHEWAN 


Final 

Passed: Fraser, G. M.; Straus, W.; George, 
K.; Whalley, H.; Jacobson, F.; Westerman, 
G.; Ferns, P.; Clements, H.; Williamson, K.; 
Holm, A.; Graf, J. H.; Pendlebury, E.; Prest, 
G.; Wells, P. E.; McLennan, J.; Archibald, 
J.; Buchan, F.; Moore, F.; Davis, C.; Thur- 
meier, F. 

Granted Supplementals: Bourassa, E.; Chand- 
ler, G.; Fair, J.; Hnatiuk, T.; Jeffery, C.; 
Logan, K.; Marsh, J.; MacDonald, Mrs. 
M.; Schnurr, C.; Simon, H. 

Prizewinners: The James Neilson Medal 
awarded in memory of the late Professor 
James Neilson to the winner of the highest 
marks only when those marks are regarded 
worthy of the award. (It has not been 
awarded for the past five years.)—Cecil F. 
Edwards. 


The Watson Sellar Prize for the highest 
marks in Auditing—Clifford F. Westerman. 


D.A.C.A. prize awarded to the candidate 


for the second highest marks in all Can- 
ada—Cecil F. Edwards (tie). 


Senior 
Passed: Chychrun, W. R.; Eluk, W.; Farley, 
H. E.; Fox, G. W.; Mabbs, S. A.; Morrison, 
J. A.; Seeker, L. R. 
Granted Supplementals: Foord, A. D. M.; 
Gibson, J.; MacKay, C. M.; Rolfe, K. C.; 
Spelliscy, F. M.; Williams, K. L. 
Re-write Accounting & Auditing: Newhouse, 
ae 


Intermediate 


Passed: Farley, E. E.; Ferguson, A. J.; Gal- 
lagher, H. C.; Gibson, D. C.; Gregory, T. 
H.; Johnson, S. O.; Nelson, G. K.; Selman, 
Cc. O.; Smith, J. E. 
Granted Supplementals: 
Peterman, C. G. 
Prizewinners: 1st Prize — Miss Shirley O. 
Johnson; 2nd Prize—H. C. Gallagher. 


Grieves, 


ae ee 














The Students’ Department 


J. E. Smyth, C.A., Editor 





NOTES AND COMMENTS 


Wt read and hear arguments about 
the adequacy of financial state- 
ments, some claiming they are, after all, 
adequate, and others appalled that any- 
one could think so. It has now begun to 
dawn on us that the debaters are not 
always arguing about the same aspect of 
financial reporting. The point was 
brought home by a reading of a recent 
article by Mr. S. J. Broad in which he 
distinguished three elements in financial 
reporting. These are (1) the form in 
which the statements are presented, (2) 
the content of the statements (that is, 
the extent of disclosure), and (3) the 
accounting principles applied in arriving 
at the financial results shown (for ex- 
ample, original cost versus replacement 
cost). We submit that this distinction 
is a basis for clearer thinking on the 
subject. It becomes possible to argue 
then that financial statements as presently 
published are adequate as to form but 
inadequate as to content, or vice versa; 
or even to claim that both form and 
content are of no consequence because 
the accounting principles applied are in- 
adequate. 


* * * 


In an address last fall summarized in 
The Financial Post Mr. F. S. Capon 
made some interesting comments on the 


1§. J. Broad, “The Need for Continuing 
Change in Accounting Principles and Prac- 
tices”, The Journal of Accountancy November 
1950, p. 406. 
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style (form) of financial statements.? He 
said, ‘‘Annual reports are not written for 
the ‘average’ adult but for the upper 
5% of the population, and those who 
will actually read the report would be 
classified almost as intellectuals . . . The 
fairy tale forms of financial statements 
are no easier for the intelligent reader 
to understand than are the formal finan- 
cial statements, but they are always taken 
as an example of management writing 
down to the eleven year old intelligence 
level. All they achieve is a major insult 
to the few people who are going to 
read the statements in any event. They 
are entirely out of place in the official 
annual report.” 


This strikes at least a note of te- 
freshing realism. It is supplemented by 
the following suggestion: ““A summary 
page near the front of the report can 
give briefly essential facts. This is for 
the ‘one-page reader’ — about half of 
the annual report recipients are in this 
category — and unless he has this, he 
will get nothing out of the report.” (We 
assume the summary page referred to 
would contain information available else- 
where in greater detail in the report, so 
that the discussion is still confined to 
form rather than extent of disclosure.) 


Yet there is not as much of despair 


2F. S. Capon, “What Should You Say in 
Your Annual Report?”, The Financial Post 
November 25, 1950, p. 9 (A digest of an 
address given by Mr. Capon) 
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The Students’ Department 


in these remarks as one might suppose. 
Mr. Capon cautioned his audience not to 
“minimize the value of communication 
with those chosen few who are seriously 
interested and who do read the report 
carefully. Usually they will be import- 
ant shareholders or thought leaders. The 
need for confidence from the former can- 
not be overestimated by management and 
the latter will probably have wide in- 
fluence on other groups of people wheth- 
er they be financial analysts, financial 
editors, bankers, labour union econom- 
ists, government officials, educators, etc.” 
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Mr. Capon’s remarks recall an asser- 
tion made in the Preface to the 1949 
edition of Montgomery's Auditing. We 
have quoted it before: ‘The uninformed 
will never understand but they have no 
basis for complaint. The informed get 
all they need and can form their own 
conclusions.’” Taken by itself this state- 
ment would certainly seem to imply that 
form is immaterial and content is ade- 
quate! But we propose to say more 
about the adequacy of content another 
day. 


CORRESPONDENCE 


Toronto, Ont. 


Sir: Question 3 of Accounting IV of the final 
examination, November 1949, given in the 
November 1950 issue, is ambiguous and ob- 
scure. 

There are two selling prices in connection 
with re-possessed goods, viz., the original price 
and the price after re-possession. The ques- 
tion ought to state which of these prices is 
referred to. 

There would be no occasion in any actual 
case to “estimate” the actual selling prices 
no matter which were meant. If the original 
prices were meant they would certainly be 
shown on the same ledger sheets as the 
balances owing. If, as almost certainly is the 
case, the concern was interested in comparing 
the second selling price with the balances 
owing then they would undoubtedly compile 
the exact amounts. The certainty of having 
the exact selling prices either way would 
cause the word “estimated” to be puzzling to 
a thoughtful student and probably delay him 
while he searched for some theory that would 
justify the prices being “estimated”. 

One wonders whether the examiner, or his 
supervising committee, realize that the first 
problem of the candidate is to guess what the 
facts of the case are supposed to be. Is the 
student being examined on his ability to guess 
things he would never have to guess in 
actual practice rather than on his accounting 


knowledge? 


Now let's look at the suggested solution. 
To understand it one must first guess whether 
the “estimated selling price of re-possessed 
merchandise” has been taken as the original 
or second price. If taken as the original 
price then the answer is based on the theory 
that the goods, when re-possessed, were worth 
their original cost. Obviously they would 
actually be worth anything from full original 
cost, of more, to almost nothing according, 
for one thing, to the length of time they 
had been sold as well as to other factors 
such as their degree of use or abuse and 
whether they were standard or special goods. 
Consequently it would be quite wrong to 
think that the difference between original 
cost and balance owing was any general meas- 
ure of the profit or loss on re-possession. 


If the answer assumes the “selling price’ 
is that after re-possession then the answerer 
has considered that the profit or loss should 
be after providing the same gross profit mar- 
gin as is expected on new goods. Not many 
people would take this view. Most would 
consider that the sales should only be charged 
with direct expenses such as cost of recon- 
ditioning, commissions or the like. 


R. BRUCE TAYLOR, F.C.A. 


Toronto, Ont. 
Sir: I would like to add my voice to many 
others you will no doubt hear from regarding 
the answer to the puzzle appearing in the 
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November, 1950 issue of The Canadian Char- 
tered Accountant. It seemed to me somewhat 
annoying for the puzzle to supply information 
not required for the solution (i¢., the num- 
ber of grooves to the inch) but omit informa- 
tion which is required for an exact answer 
(among other things, the length of the 
gtamaphone arm). While it is true, as stated 


in the answer appearing in the December 
issue, that “The needle is stationary except 
for its movement towards the centre of the 
disc,” this movement is not in a straight line 
but in a curved line and thus the needle would 


travel a distance slightly exceeding 3 inches. 


D. A. MACFARLANE, C.A. 


SOLUTION TO LAST MONTH’S PUZZLE 


Mr. A. P. Richardson editorialized as 
follows in the August 1926 issue of The 
Journal of Accountancy: 


The auditors, Messrs. Washington and 
Steptoe, being unable to read or write, 
affixed their respective marks. It will be 
noted that they certified that they had ex- 
amined all books and accounts. This was 
probably a perfectly correct statement, but 


it does not affirm that they have read any 
portion of the books or accounts. If their 
certificate had ever been called in question 
it would have been possible for them to 
say that being illiterate they had done all 
that was possible to protect the interests 
of their client. If the client wanted men 
who could really understand the records in 
the books, other auditors should have been 
engaged. 


PUZZLE 


Rich Mr. Vanderford buys a bottle of 
very old French brandy, price £9. When 
the salesman hands over the bottle he 
asks Mr. Vanderford to do him a favour: 
he would like the bottle back for display 
in the window, and would be willing to 
pay for it. 

“How much?” asks Mr. Vanderford. 

“Well,” answers the salesman, “the 
full bottle costs £9, and the brandy costs 
£8 more than the empty bottle. There- 


fore, the cost of the empty bottle is...” 

“. .. a pound,” interrupts Mr. Van- 
derford who, having made a lot of 
money, thinks he knows figures better 
than anyone else. 


can’t calculate,” 


“Sorry, sift, you 
answers the salesman. 
The salesman is right. Why? 


(From Have Fun with Figures by 
Joseph Degrazia) 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect of 
course the personal views and opinions of the various contributors. They are designed not as 
models for submission to the examiner but rather as such discussion and explanation of the 
problem as will make its study of benefit to the student. 
is cordially invited. 


Discussion of solutions presented 
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PROBLEM 1 
Final Examination, November 1949 
Auditing I, Question 3 (10 marks) 
(a) In connection with the verification of financial statements, discuss the desirability 
of the auditor securing written representations from his client covering items affecting 


the statements. 
(b) State the features usually covered in any two such representations. 


A SOLUTION 

(a) Such a certificate provides evidence that the auditor has discussed the subject matter 
with officials of the company and has obtained assurances as to the correctness of the figures. 
An opportunity is provided to bring home to the officials of the company their responsibilities 
as to the financial statements. 

Because of the many different types of business carried on by his clients, there are 
matters concerning which an auditor must accept the word of responsible officials in each 
audit. For example, the auditor might not be sufficiently familiar with his client's stock 
to be able to pick out the obsolete portions thereof. Im some cases he may not have the 
knowledge of the collectibility of some of the accounts receivable that his client's officials 
have. In such cases, the auditor must rely on certificates given to him by these responsible 
officials. The Kingston Cotton Mills case, however, supplied two criteria; 

(1) The officer or servant on whom the auditor is relying must be known to be “a 
tried and trusted servant of the company”, a servant on whom the company relies, and on 
whom the auditor therefore has a right to rely with respect to the particular matters on 
which he is receiving explanations. 

(2) The explanation may only be received and accepted in the absence of suspicious 
circumstances which would not lead him to believe that the explanation is untrustworthy or 
false. 

The auditor must, however, verify the matters covered by the client’s certificates as far 
as possible in order to ascertain that the facts are correctly stated and there is no reason to 
suspect that the certificate is in any way incorrect. He should not rely upon a certificate given 
to him by others in cases where he could have verified the subject matter by independent 
reference to the records of the client. 

(b) 1. Inventory certificate: 

(i) amount and quality of inventory; 
(ii) method of determining quantities and prices; 
(iii) provision for imperfect and obsolete stock, etc.; 
(iv) all goods owned included, those not owned not included; 
(v) all goods belong to client, and liability therefor set up; 
(vi) inventory fairly valued in accordance with basis stated; 
(vii) cut-off date properly observed, purchases and sales co-ordinated with 
inventory; 
(viii) official signing certificate has knowledge concerning contents. 
2. Liability certificate: 
(i) all liabilities disclosed on books; 
(ii) no contingent liabilities except as stated; 
(iii) official signing certificate has knowledge concerning contents. 
3. Fixed assets certificate: 
(i) all assets shown on books are owned by client; 
(ii) all assets owned by client are shown on books; 
(iii) no fixed assets are pledged to secure liabilities except as shown; 
(iv) depreciation is as shown on books, and is adequate and properly determined; 
(v) official signing certificate has knowledge concerning contents. 
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4. Securities: 
(i) securities belong to client; 
(ii) securities are properly recorded; 
(iii) securities are actually on hand; 
(iv) all revenue in respect of securities is actually received and properly re- 
corded; 
(v) securities are not hypothecated or piedged in any way except as shown; 
(vi) securities are properly valued; 
(vii) official signing certificate has knowledge concerning contents. 


PROBLEM 2 
Final Examination, November 1949 
Auditing I, Question 4 (15 marks) 


Under section 120 of the Dominion Companies Act, the auditor is required to report 
upon the financial statements to be submitted to the shareholders. 
Required: 

Discuss the auditor’s responsibility, arising from this report, for the accuracy of the 
financial statements. 


A SOLUTION 


Section 120 of the Dominion Companies Act requires that the auditor shall state whether, 
in his opinion, the balance sheet is properly drawn up so as to exhibit a true and correct 
view of the state of the company’s affairs according to the best of his information and 
the explanations given to him, and as shown by the books of the company. It has been 
held that the auditor’s responsibility goes beyond seeing that the statements are as shown 
by the books of the company, and that he is also responsible that the figures as shown by 
the books themselves are correct. 

The auditor’s report sets out his opinion as to whether or not the statements provide 
a fair presentation of the affairs as at the date of the statements. His opinion is given as a 
professional accountant and must have been reached after a reasonably careful examination 
of the accounts of the company. If he has been negligent in his examination, and if, as a 
result, his opinion is misinformed and thus misleading, he may be held responsible for the 
consequences of his negligence. 

The statements must in fact present a true and correct view and must be in accordance 
with generally accepted accounting principles, the specific requirements of the Act, the 
charter, the memorandum of association, etc. The auditor holding himself out as an expert 
accountant must use the care and skill that a reasonably expert accountant would use, and he 
must of course fulfil all the requirements of the Dominion Companies Act, and those of his 
contract (whether express or implied) with his client. He is legally responsible to his 
client for any damages the client might sustain resulting from his negligence. His professional 
responsibility goes further, however, in that he should follow the best of generally accepted 
accounting practices, and not rely on the minima of the law. To date, the auditor has not 
been held to be liable to third parties, but certainly from a professional standpoint, he 
should not take too narrow a view of his responsibilities but should bear in mind the variety 
of purposes for which audited statements may be used. 
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PROBLEM 3 
Final Examination, November 1949 
Auditing I, Question 6 (10 marks) 


In connection with the examination of the following transactions entered on the books 
of a limited company, the auditor is handed the under-noted documents: 
(a) A paid cheque in the amount of $45,600 covering the purchase price of a house 
= bought by the company for occupation, rent free, by the managing director, 
(b) A fire insurance policy in respect of the renewal premium of $543.60, 
(c) A copy of the sworn proof of claim under a fire insurance policy in respect of a 
claim of $25,000 set up following a recent fire in the company’s premises, 
(d) A bank pass book showing a withdrawal of $345.45 in respect of a cheque from a 
customer which was returned by the bank marked “‘n.s.f.”, 
(e) Receipted freight bills amounting to $456.25 covering an entry of that amount 
charged to freight on purchases. 
Required: 
Comment on the adequacy of the documents presented in respect of the foregoing trans- 
actions stating any further information or documents which the auditor would require. 


A SOLUTION 
(a) In connection with the verification of the payment, the cheque would probably be 
sufficient. When analyzing the asset accounts, however, the auditor would also 
require to see the authorization in the directors’ minutes for the transaction, the 
agreement for sale, if possible the title to the land or reasonable evidence that 
the title rests in the hands of the company, and correspondence with the real estate 
agent or solicitor. The company’s charter and by-laws would have to be consulted 
to see that the transaction is not w/tra vires. The auditor should also see authoriza- 
tion for occupation by managing-director rent-free. 
In most cases when a fire insurance policy is renewed, a new policy is not issued, 
but a “renewal certificate” containing the essential data is sent to the insured. Thus 
the policy itself would not show that the renewal premium had been paid. The 
auditor would require an invoice and cancelled cheques with authority for purchase 
of insurance and receipt from the insurance company, and he should also inspect the 
renewal certificate. 
The auditor should see the list of assets destroyed. Appraised or sound values 
should be compared with the book value and reserve for depreciation. He should inquire 
whether the claim is admitted and see any correspondence etc. with adjustors. 
If the claim has not been admitted he should satisfy himself as to the reasonable- 
ness of the claims. The entry recording the claim should be checked and the entry 
for the profit or loss on the claim should be examined to see it is properly set up. 
‘(d) The bank pass book would not be sufficient evidence in this instance. The auditor 
would also require the debit note from the bank. By reference to the cash book 
and duplicate deposit slip used for the original deposit, he should ascertain that 
the cheque was received from a customer and deposited. He should see that the 
amount is charged back to the customer. 
(e) If the freight bills contained evidence that the goods were purchased in the current 
period and by the company, that the charge and payment were properly authorized, 
then bills would be sufficient. 


(b 


~~ 


(c 


~ 
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PROBLEM 4 
Final Examination, November 1949 
Auditing I, Question 7 (10 marks) 


In each of the following instances, state whether or not the action taken by the auditor 
was becoming to his status as a chartered accountant and give the reasons for your answer. 
(a) The auditor is approached by P. D. Smith, who has extensive and varied business 
interests, with the suggestion that he go over Mr. Smith’s income tax returns and 
show him where he could effect savings, any such savings in tax payable to be 
divided between Mr. Smith and the auditor. The auditor agrees. 
The Jones Company, one of the auditor's clients, is indebted to its bankers, to 
whom a copy of the auditor’s annual report has been submitted. The bank requests 
additional information from the auditor and the auditor promptly supplies it. 
The Low Co. Ltd. is offering preferred shares to the public and the auditor has 
been asked to make an examination preparatory to reporting on a statement of 
earnings for inclusion in the prospectus in addition to his annual audit. The 
company has asked the auditor if he would accept 300 common shares of a par 
value of $50 each in payment of his annual audit fee of $10,000 and his charge for 
the special examination. The auditor accepts. 
I. M. Young, a recently qualified chartered accountant, decides to set up practice 
for himself and inserts an advertisement in the daily newspaper in which he de- 
scribes himself as “Chartered Accountant and Tax Specialist’. 


A SOLUTION 
By agreeing to Mr. Smith’s proposal, the auditor discredits his status as a chartered 
accountant. He is agreeing to render professional service the fee for which is con- 
tingent upon the results thereof. If his services are required, his client should be 
prepared to pay him a fee, the basis of which should be agreed upon before the 
accountant begins his work. If his fee is contingent upon his results, the pro- 
fessional accountant cannot be said to be disinterested with respect to the engage- 
ment. 
Unless the Jones Company gives direction to the auditor to pass on any further 
information, the auditor is behaving in an unprofessional manner if he does so. 
A chartered accountant is expected to treat as confidential any information obtained 
by him as to the business affairs of his clients. 
The auditor should not have accepted the offer. Since the work of reporting on 
the earnings statement is probably the most important part of his work, so far 
as the public is concerned, and since presumably the value of shares he is to receive 
is significant in relation to his personal fortune (although not necessarily in rela- 
tion to the company’s capital structure), the knowledge that the auditor had accepted 
shares would undoubtedly create suspicion as to his integrity and independence in 
the mind of the public, whether or not the acceptance of the shares affected his 
judgment. Since this seems to be a recurring engagement, the auditor is placing 
himself in a position where he may appear to the public to be prejudiced if he 
continues to do the audit after he has accepted the shares. 
By advertising himself as a “Tax Specialist”, I. M. Young, is implying that he has 
some special knowledge or skill not common to all chartered accountants. This is 
deemed to be an unprofessional act and is unbecoming to his status as a chartered 
accountant. 











On the Press! 


THE INCOME TAX 
REGULATIONS AND ORDERS 


In One Volume 


The Dominion Association of Chartered Account- 
ants announces publication in one volume of the In- 
come Tax Regulations and Orders published to 
date. The yolume contains the Income Tax Regu- 
lations as amended, and, in addition, all other 
Orders-in-Council, Orders made by the Minister of 
National Revenue, Information Bulletins, and Di- 
rectives relating to the income tax which have been 
published since January 1, 1949. 


One Authoritative Up-To-Date, 
Time-Saving Volume 


$2.00 
Post Paid 


THE DOMINION ASSOCIATION OF CHARTERED ACCOUNTANTS 
10 Adelaide Street East Toronto 1, Ontario 





Employer 


ABOUT 
YOUR PENSION PROBLEMS 


Today progressive employers realize the 
necessity of a properly designed Pension Plan 
for their employees. 


The Standard Life places at your disposal 

the experience gained in underwriting Pension 
and Life Assurance Plans throughout’ 

the world. 


During the last few years some 300 Canadian 
firms have taken advantage of the facilities 
provided by the Standard. 


Why not consult the Standard about yout 
Employee Benefit problems ? All inquiries 
will be treated in strict confidence. ’ 


m STANDARD LIFE 


ASSURANCE COMPANY 


The Pioneer of Life Assurance in Canada 
Head Office for Canada: 
1245 Sherbrooke Street West, Montreal 


ranches in Halifax ¢ Saint John ¢ Fredericton ¢ Montreal § Oftawa 
Toronto ¢ Hamilton © London © Vancouver 





